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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments. 

Listed  below  are  the  audit  recommendations  contained  in  this  report  and 
an  indication  as  to  whether  or  not  the  Department  of  Institutions  con- 
curred with  the  recommendations.   In  some  instances  it  is  not  clear  to 
us  what  the  department's  position  is  with  regard  to  a  particular  recom- 
mendation.  In  those  cases  we  interpreted  the  response  as  best  we  could 
to  enable  us  to  prepare  this  summary.   The  department's  full  reply  is 
included  in  the  back  of  the  report. 

Page 

Implement  procedures  to  establish  control  over 

its  budget.  10 

Agency  Reply:   Concur.   See  page  104. 

Place  budgetary  responsibilities  under  the  superintendent's 
general  supervision  and  involve  program  managers  in  the 
budgetary  process.  11 

Agency  Reply:   Concur.   See  page  105. 

Require  written  approval  by  the  personnel  director  before 
employees'  salary  rates  are  changed  and  before  new 
employees  are  hired.  12 

Agency  Reply:   Concur.   See  page  106. 

Comply  with  the  state's  laws  and  the  Department  of 

Institutions'  policy  regarding  nepotism.  14 

Agency  Reply:   Concur.   See  page  106. 

Initiate  PERS  membership  for  all  permanent  employees 

on  their  first  day  of  employment.  15 

Agency  Reply:   Concur.   See  page  107. 

Include  all  pertinent  employee  records  in  the  official 

personnel  files.  16 

Agency  Reply:   Concur.   See  page  107. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


The  Department  of  Administration  and  the  State  Auditor's 
Office  determine  the  feasibility  of  adjusting  the  state's 
central  payroll  procedures  to  permit  after-the-fact 
payrolls  at  state  agencies.  19 

Department  of  Administration  Reply;   Concur  in  principle. 
See  page  128. 

State  Auditor's  Office  Reply:   Concur  in  principle- 
See  page  131. 

The  Department  of  Administration  and  the  State  Auditor's 

Office  determine  the  feasibility  of  depositing  state  employees' 
salaries  directly  in  banks.  21 

Department  of  Administration  Reply;   Concur  in  principle. 
See  page  129. 

State  Auditor's  Office  Reply:   Concur.   See  page  133. 

Separate  the  payroll  preparation  and  warrant  distribution 

responsibilities.  21 

Agency  Reply :   The  department  agrees  in  principle  and 
proposes  an  alternative  solution  to  the  weakness. 
See  page  108. 

Budget  and  charge  payroll  costs  for  janitorial 
workers  to  the  general  services  and  physical 
plant  program.  21 

Agency  Reply;   Concur.   See  page  108. 

Require  written  substantiation  for  extended  sick  leave 

and  approve  sick  leave  only  for  authorized  purposes.  24 

Agency  Reply;   Concur.   See  page  109. 

The  Department  of  Institutions  require  all  institutions 
to  record  sick  leave  at  the  end  of  each  pay  period  rather 
than  the  end  of  each  month.  24 

Agency  Reply:   Do  not  concur  until  the  recordkeeping  for 
sick  leave  is  computerized.   See  page  109. 

Consolidate  responsibility  for  the  revenue  function  in 
one  department  and  establish  systems  and  procedures 
needed  to  bring  the  revenue  function  under  control.  27 

Agency  Reply;   Concur.   See  page  110. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Establish  a  central  cashier's  position. 

Agency  Reply:   Concur.   See  page  110. 

Develop  and  implement  cash  receipt  and  control  procedures 
that  provide  adequate  internal  control  over  all  receipts 
and  cash  funds. 

Apency  Reply:   Concur.   See  page  110. 

Determine  the  types  of  revenue  being  received  and  assign 
the  proper  revenue  identification  code  to  each  type  of 
revenue. 

Agency  Reply:   Concur.   See  page  111. 

Deposit  all  canteen  soft  drink  sales  receipts  and  record 
the  receipts  and  related  expenditures. 


Agency  Reply:   Concur.   See  page  113. 

Close  the  hopsital  collections  account. 

Agency  Reply:   Concur.   See  page  113. 

Account  for  reductions  of  expenditures  as  negative 

expenditures  and  deposit  such  collections  in  the  fund 
from  which  the  expenditures  were  made. 

Agency  Reply:   Concur.   See  page  113. 
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29 


29 


31 


33 


Agency  Reply:   Concur.   See  page  111. 

Centralize  housing  rental  responsibility  in  one  department.        35 

Agency  Reply:   Concur.   See  page  112. 

Centralize  the  responsibility  for  meal  ticket  sales  and 

establish  accounting  control  over  the  sale  of  meal  tickets. 


37 


38 


Agency  Reply:   Concur.   See  page  112. 

Collect  a  service  fee  for  water  and  sewage  services 
provided  to  others. 

Agency  Reply:   Concur.   See  page  112. 

Record  revenues  due  at  fiscal  year-end  as  accounts 

39 

receivable. 


40 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Deposit  revenues  in  the  general  fund.  40 

Agency  Reply;   Concur.   See  page  113. 

Maintain  adequate  records  for  any  federal  grants 

received  in  the  future.  41 

Agency  Reply:   Concur.   See  page  113. 

Return  excess  grant  funds  to  the  Board  of  Crime 

Control  and  request  permission  to  make  expenditure 

of  the  obligated  funds.  42 

Agency  Reply;   Concur.   See  page  114. 

Prepare  any  future  billings  for  grants  in  compliance 

with  grant  conditions.  44 

Agency  Reply:   Concur.   See  page  114. 

Verify  that  outside  medical  services  for  which  bills 
are  received  were  actually  provided  to  Warm  Springs 
patients.  43 

Agency  Reply;   Concur.   See  page  115. 

Effectively  determine  whether  patients  who  receive 
outside  medical  treatments  are  eligible  for  Medicaid 
or  Medicare  assistance.  48 

Agency  Reply:   Concur.   See  page  115. 

Review  the  propriety  of  amounts  billed  for  outside 
medical  services  and  limit  payments  for  Medicaid- 
eligible  patients  to  the  Medicaid  payment  schedule.  48 

Agency  Reply;   Concur.   See  page  115. 

Account  for  any  refunds  received  as  negative 

expenditures  rather  than  revenues.  48 

Agency  Reply:   Concur.   See  page  115. 

Establish  written  contracts  with  professional  consultants.         49 

Agency  Reply:   Concur.   See  page  115. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Inventory  all  items  sent  to  the  dry  cleaners,  check 
returned  items  against  the  inventory,  and  pay  only 
for  cleaning  services  actually  received.  52 

Agency  Reply:   Concur.   See  page  115. 

Record  travel  advances  as  accounts  receivable  and 

account  for  all  advances  each  month.  55 

Agency  Reply:   Concur.   See  page  116. 

Record  refunds  of  travel  advances  as  reductions  of  the 

advances  rather  than  as  revenue.  55 

Agency  Reply:   Concur.   See  page  116. 

Require  employees  to  sign  travel  vouchers  after  they 

have  been  prepared.  55 

Agency  Reply :   Concur.   See  page  116. 

Store  oxygen  and  acetylene  in  accordance  with 

safety  requirements  of  the  State  Fire  Marshal.  56 

Agency  Reply:   Concur.   See  page  116. 

Establish  accountability  and  control  over  the  gases 

(oxygen  and  acetylene) .  56 

Agency  Reply:   Concur.   See  page  116. 

Consider  the  use  of  hospital  vehicles  for  providing  the 
patients'  (auto  mechanics)  training  and  require  the  auto 
mechanics  instructor  to  remove  his  personal  projects 
from  the  shop.  57 

Agency  Reply:   Partially  concur.   See  page  116. 

Record  and  report  construction  expenditures  in 

accordance  with  the  Department  of  Administration's 

regulations  regarding  such  expenditures.  58 

Agency  Reply:   Concur.   See  page  117. 

Improve  internal  control  over  cash  receipts  from  the 
canteen  and  cafe  and  account  for  personal  services 
and  supplies  on  an  actual  use  basis.  61 

Agency  Reply:   Concur.   See  page  117. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Establish  controls  over  supplies  and  fixed  assets.  64 

Agency  Reply:   Concur.   See  page  118. 

Determine  the  need  for  equipment  on  hand  and  dispose  of 
items  for  which  there  is  no  foreseeable  need  in 
accordance  with  the  property  disposition  requirements 
of  Section  82-1914,  R.C.M.  1947.  64 

Agency  Reply:   Concur.   See  page  118. 

Establish  an  agency  fund  account  in  the  SBAS  for 
donations  and  record  all  related  transactions 
in  this  account.  65 

Agency  Reply:   Concur.   See  page  118. 

Deposit  all  donations  received  in  an  appropriate 

state  treasury  account.  67 

Agency  Reply:   Concur.   See  page  118. 

Seek  recovery  of  hospital  money  previously  given 

to  the  foundation.  67 

Agency  Reply:   Concur  in  principle.   See  page  119. 

Record  in  the  SBAS  the  receipt  and  subsequent 

expenditure  of  all  donations.  67 

Agency  Reply;   Concur.   See  page  119. 

Request  the  Department  of  Administration  to  establish 
an  Agency  Fund  account  for  the  deposit  of  moneys 
belonging  to  hospital  patients.  70 

Agency  Reply:   The  Department  has  not  taken  a  position 
pending  further  study.   See  page  119. 

Deposit  all  patient  moneys  into  this  state  treasury 

account  established  within  the  Agency  Fund.  70 

Agency  Reply:   The  Department  has  not  taken  a  position 
pending  further  study.   See  page  119. 

Implement  sound  accounting  procedures  for  patients'  accounts.      73 

Agency  Reply:   Concur.   See  page  120. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Provide  adequate  separation  of  duties  for  processing 
patient  account  transactions. 


73 


Agency  Reply;   Concur.   See  page  120. 

Issue  prenumbered  receipts  for  all  moneys  received 
for  patients. 

Agency  Reply:   Concur.   See  page  120. 

Require  proper  written  authorization  for  all 
■  disbursements  of  patients'  funds. 

Agency  Reply:   Concur.   See  page  120. 

Determine  the  amount  of  money  needed  for  patients' 
daily  needs  and  invest  all  patients'  moneys 
exceeding  this  amount  in  the  Investment  Division's 
short-term  investment  pool. 

Agency  Reply:   Partially  concur.   See  page  121. 

Dispose  of  interest  previously  earned  on  patients' 
moneys  in  accordance  with  applicable  state  laws  and 
allocate  all  future  interest  to  the  individual  patients. 

Agency  Reply;   Concur,   see  page  121. 

The  Department  of  Institutions  seek  legislation  to  resolve 
conflicts  between  existing  statutes  relating  to  the 
disposition  of  patients'  property. 

Agency  Reply:   Concur.   See  page  121. 

The  Department  of  Institutions  develop  written  procedures 
for  the  disposition  of  the  property  of  patients,  residents, 
or  inmates  of  all  institutions  under  their  jurisdiction. 

Agency  Reply:   Concur.   See  page  121. 

Establish  procedures  for  maintaining  a  summary 
inventory  of  all  property  held  for  patients. 

Agency  Reply;   Concur.   See  page  122. 

Dispose  of  patients'  property  in  accordance  with 
applicable  state  laws. 

Agency  Reply:   Concur.   See  page  122. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Account  for  donations  made  for  unspecified  patients 

separately  from  the  accounts  of  individual  patients.  80 

Agency  Reply:   Concur.   See  page  122. 

The  Department  of  Institutions  disclose  reimbursements 
collected  as  revenue  for  the  individual  institutions 
and  allocate  the  collection  costs  to  the  institutions.  81 

Agency  Reply:   The  reply  does  not  address  disclosure  of 
reimbursements  in  the  individual  institutions'  financial 
reports.   The  Department  does  not  concur  with  disclosure 
of  collection  costs  relating  to  each  institution's 
reimbursements.   See  page  123. 

Provide  the  Department  of  Institutions  with  the  names 

of  all  hospital  patients.  83 

Agency  Reply :   Concur.   See  page  124. 

The  Department  of  Institutions  request  Medicaid  and  Medicare 
eligibility  determinations  for  all  patients  who  appear  to 
be  eligible  for  Medicaid  and/or  Medicare  financial 
assistance.  83 

Agency  Reply:   Concur.   See  page  124. 

Establish  records  and  controls  over  drugs  administered 
to  patients  to  qualify  the  hospital  for  Medicaid  and 
Medicare  reimbursement  of  drug  costs.  84 

Agency  Reply;   Concur.   See  page  124. 

Inform  the  Department  of  Institutions  of  all  medical 

services  and  supplies  provided  to  patients.  84 

Agency  Reply:   Concur.   See  page  124. 

The  Department  of  Institutions  bill  the  Medicaid  and 
Medicare  programs  for  all  reimbursable  services  and 
supplies  provided  by  the  hospital.  84 

Agency  Reply:   Concur.   See  page  124. 

The  Department  of  Institutions  implement  the  recommendations 
in  our  1972  report  on  the  reimbursement  program  and 
comply  with  the  provisions  of  Section  80-1603,  R.C.M.  1947.      86 

Agency  Reply:   The  Department  appears  to  concur.   See  page  125. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


The  Department  of  Institutions  resolve  any  legal  problems 
regarding  the  disbursement  of  patient  funds  for  care 
and  treatment  charges. 

Agency  Reply:   Concur.   See  page  125. 

The  Department  of  Institutions  account  for  total  costs 
incurred  for  the  care  and  treatment  of  each  patient. 

Agency  Reply:   Concur.   See  page  125. 

The  Department  of  Institutions  maintain  a  record  of  total 
reimbursements  received  on  behalf  of  each  patient  and 
the  amount  receivable. 

Agency  Reply:   Concur.   See  page  125. 

The  Department  of  Institutions  strengthen  procedures  to 
assure  proper  collection  efforts  are  made  on  accounts 
receivable. 

Agency  Reply:   Concur.   See  page  125. 

The  Department  of  Institutions  discontinue  writing  off 
unpaid  receivable  balances. 

Agency  Reply:   Concur.   See  page  126. 

The  Department  of  Institutions  turn  uncollectible  accounts 
over  to  the  Department  of  Revenue  and  file  claims 
against  the  estates  of  deceased  patients. 

Agency  Reply:   Concur.   See  page  126. 

The  Department  of  Institutions  study  the  feasibility  of 
automating  the  patient  receivable  records  for  all 
institutions  where  such  records  are  necessary. 

Agency  Reply:   Concur.   See  page  126. 

Evaluate  (the  hospital's)  long-term  patient  housing 
needs  and  upgrade  all  patient  care  buildings  to 
applicable  safety  standards. 

Agency  Reply:   The  Department  appears  to  concur.   See  page  126. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Employ  a  controller  to  initiate  a  review  of  existing 
administrative  procedures  which  will  assure  compliance 
with  the  state's  fiscal  laws  and  regulations  and  which 
will  permit  the  effective  and  economical  operation  of 
the  hospital.  91 

Agency  Reply:   The  Department  concurs  In  principle. 
See  page  127. 
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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  Warm  Springs  State  Hospital 
as  of  June  30,  1974,  and  the  related  statements  of  revenue,  income  and 
appropriations;  expenditures  compared  with  appropriations;  expenditures 
by  object;  and  changes  in  fund  balances  for  the  year  then  ended.   Our 
examination  was  made  in  accordance  with  generally  accepted  auditing 
standards  and  with  the  audit  requirements  set  forth  in  the  audit  guide 
issued  by  the  Office  of  Revenue  Sharing,  U.  S.  Department  of  the  Treasury, 
for  audits  of  revenue  sharing  recipients,  and  accordingly  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances,  except  as  stated  in  the 
following  two  paragraphs. 

As  described  on  page  61  of  this  report,  the  condition  of  the  hospi- 
tal's accounting  records  relating  to  fixed  assets  and  inventories  of 
operating  supplies  was  such  that  we  were  unable  to  perform  certain 
auditing  tests  and  procedures  which  we  deemed  necessary  to  comply  with 
generally  accepted  auditing  standards.   Additionally,  the  hospital's 
investment  in  these  assets  is  not  recorded  on  the  hospital's  general 
ledger.   Accordingly,  a  statement  of  fixed  assets  and  the  balance  of 
operating  supplies  inventories,  required  by  generally  accepted  accounting 
principles  to  be  reported,  are  not  included  in  the  financial  statements. 
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Internal  controls  over  the  hospital's  revenues  were  inadequate  to 
provide  reasonable  assurance  that  all  receipts  were  recorded  by  the 
hospital.   Therefore,  our  audit  of  revenues  did  not  include  all  auditing 
tests  and  procedures  necessary  to  comply  with  generally  accepted  auditing 
standards. 

Revenues  derived  from  the  care  and  treatment  of  hospital  patients 
were  not  reported  in  the  hospital's  statement  of  revenue,  income  and 
appropriations  for  fiscal  year  1973-74.   Approximately  $1,106,000  of 
such  revenue  was  reported  in  the  Department  of  Institutions'  financial 
statements.   Additional  revenues  earned  from  care  and  treatment  were 
neither  billed  nor  reported  by  the  hospital  or  the  Department  of  Insti- 
tutions.  As  discussed  on  page  83  of  this  report,  the  amount  of  revenue 
earned  but  not  billed  could  not  practicably  be  determined  by  us. 

Expenditures  incurred  to  collect  the  above-mentioned  $1,106,000 
were  not  reported  on  the  hospital's  statement  of  expenditures.   The 
Department  of  Institutions'  Reimbursements  Bureau  collected  the  $1,106,000 
along  with  similar  revenues  from  several  other  institutions.   During 
fiscal  year  1973-74  the  Reimbursements  Bureau  reported  expenditures  of 
approximately  $165,000.   It  was  not  practical  for  us  to  determine  the 
portion  of  such  expenditures  attributable  to  the  collection  of  the 
hospital's  revenue. 

Money  held  by  the  hospital  in  trust  for  hospital  patients  was  not 
reported  in  the  hospital's  financial  statements.   The  hospital  recorded 
more  than  $500,000  of  receipts  and  disbursements  in  patients'  accounts 
during  fiscal  year  1973-74.   At  June  30,  1974  the  hospital  held  approximately 
$182,000  in  trust  for  patients. 

Throughout  fiscal  year  197  3-74,  revenues  were  coded  to  inappro- 
priate accounts  and  inappropriate  accounting  entities.   Examples 
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of  these  items  are  found  on  pages  30,  31,  and  44  of  this  report.   The 
exceptions  noted  by  us  were  numerous  and  significant.   They  indicate 
that  the  account  distributions  made  by  the  hospital  cannot  be  relied 
upon  to  present  fairly  the  results  of  the  hospital's  operations. 

Sales  of  medical  services  to  people  who  were  not  patients  at  the 
hospital  were  reported  as  reimbursements  rather  than  sales  and  were 
reported  in  an  inappropriate  accounting  entity.   Additionally,  as 
described  on  page  25,  internal  controls  relating  to  these  services  were 
inadequate  to  provide  reasonable  assurance  that  all  sales  receipts  were 
recorded  by  the  hospital.   In  our  tests  we  found  no  cash  receipt  for  31 
of  122  patients  who  received  services  according  to  a  medical  services 
log.   There  were  no  controls  to  assure  that  all  people  who  received 
service  were  recorded  on  the  log. 

Donations  of  money  to  be  used  for  the  benefit  of  patients  were  not 
reported.   Some  of  these  donations  were  subsequently  given  to  the  Warm 
Springs  State  Hospital  Foundation,  a  private  corporation.   The  disburse- 
ment also  was  not  reported.   It  was  not  practical  for  us  to  determine 
the  amounts  of  such  transactions. 

Donated  property,  such  as  clothing  for  patients,  was  not  recorded 
nor  reported.   It  was  not  practical  for  us  to  determine  the  amount  of 
such  donations. 

Capital  expenditures  were  understated  by  $18,022  because  expenditures 
were  reported  in  the  year  funds  were  appropriated  rather  than  the  year 
construction  was  accomplished. 

The  hospital  has  not  prepared  notes  to  its  financial  statements  to 
provide  adequate  financial  statement  disclosure.   Inadequacies  include  a 
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description  of  the  hospital's  accounting  policies,  a  summary  of  un- 
recorded accounts  receivable,  and  a  description  of  the  hospital's 
retirement  plan. 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed 
above,  the  aforementioned  financial  statements  do  not  present  fairly,  in 
conformity  with  generally  accepted  accounting  principles,  the  hospital's 
financial  position  as  of  June  30,  1974,  or  its  revenues  or  expenditures 
and  changes  in  fund  balances  for  the  year  then  ended. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


October  1,  1975 
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PREFACE 

Our  audit  was  directed  primarily  to  the  hospital's  financial  trans- 
actions for  fiscal  year  1973-74.   Since  that  year  there  have  been  several 
changes  in  the  hospital's  key  management  personnel.   The  hospital  has 
a  new  superintendent;  one  previous  administrator  retired;  another  adminis- 
trator was  employed  and  resigned  after  about  eight  months;  the  business 
services  director  was  suspended;  a  fiscal  bureau  chief  was  employed;  a 
personnel  bureau  chief  was  employed;  an  operations  and  support  bureau 
chief  was  employed;  the  food  services  supervisor  retired  and  a  new  one 
was  hired;  and  the  warehouse  foreman  was  replaced  by  a  new  employee.   In 
addition,  the  director  of  the  Department  of  Institutions  resigned  and 
a  new  departmental  director  has  been  employed.   The  deputy  director 
transferred  to  the  Department  of  Administration. 

The  hospital's  fiscal  bureau  chief  advised  us  that  the  new  staff 
has  recognized  many  problems  in  the  hospital's  fiscal  management  and 
is  taking  actions  to  correct  the  problems  and  establish  fiscal  account- 
ability at  the  hospital.   As  explained  in  the  Department  of  Institutions' 
reply  to  our  report  (see  page  100) ,  the  department  states  that  several 
of  the  problems  discussed  in  this  report  already  have  been  corrected, 
that  corrective  action  for  several  other  problems  has  been  initiated 
but  not  completed,  and  that  corrective  action  is  planned  for  other 
recommendations.   Since  the  hospital's  fiscal  operations  have  been 
changing  almost  constantly  with  the  new  management,  it  was  not  practical 
for  us  to  review  all  of  the  changes  made  since  our  audit  period. 
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COMMENTS 
GENERAL 

Warm  Springs  State  Hospital  began  in  the  1860's  or  early  1870 's  as 
a  privately  owned  resort  hotel  and  bath  house.   In  1875  the  resort  was 
sold  to  two  doctors.   In  1877  these  doctors  contracted  with  the  Federal 
Government  and  the  Territory  of  Montana  to  care  for  the  Territory's 
mentally  ill.   The  institution  continued  to  be  operated  under  contract 
until  1912  when  the  state  purchased  the  facilities.   The  purchase  was 
authorized  in  the  general  election  of  that  year. 

The  hospital  was  operated  as  a  separate  state  entity  under  the 
supervision  of  the  State  Board  of  Commissioners  for  the  Insane  until 
1965.   The  board  consisted  of  the  Governor,  the  Attorney  General,  and 
the  Secretary  of  State.   In  1965  the  legislature  established  a  five- 
member  Board  of  Institutions,  appointed  by  the  Governor,  to  supervise 
the  operations  of  all  state  institutions.   The  1965  legislature  also 
established  the  Department  of  Institutions  to  administer  the  state's 
institutions  under  the  supervision  of  the  Board  of  Institutions.   The 
Executive  Reorganization  Act  of  1971  placed  responsibility  for  institu- 
tional operations  directly  with  the  Department  of  Institutions  but  the 
Board  of  Institutions  was  retained  as  an  advisory  group. 

Responsibility  for  the  hospital  as  a  state  institution  remains  with 
the  Department  of  Institutions.   Day-to-day  operations  are  managed  by 
the  hospital  superintendent.   As  of  April  30,  1975,  the  hospital  staff 
numbered  approximately  830.   The  hospital's  organization  chart  is  shown 
below. 
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ORGANIZATION  CHART 


WARM  SPRINGS   STATE  HOSPITAL 
April   30,    1975 
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The  new  director  of  the  Department  of  Institutions  placed  responsi- 
bility for  the  supervision  of  all  hospital  activity  with  the  superintendent, 
The  hospital  is  preparing  a  new  organization  chart  to  reflect  this, 
and  other  changes. 

The  hospital's  mission  is  the  care  and  treatment  of  mentally  ill 
Montanans.   The  initial  contract  with  the  founding  doctors  was  for  the 
care  of  13  patients  at  a  cost  of  $1.00  per  day  per  patient.   There  were 
approximately  800  patients  in  the  hospital  when  the  state  purchased  it 
in  1912.   On  June  30,  1975,  there  were  904  patients  in  the  hospital. 
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The  following  chart  shows  the  patient  load  and  costs  of  operating 
the  hospital  for  fiscal  years  1969-70  through  1973-74. 


WARM  SPRINGS  STATE  HOSPITAL 
Patient  Load  and  Expenditures 

Fiscal  Years  1969-70  Through  1973-74 


Fiscal  Year 

Patient  Care 

Days 

Total 
Expendi- 
tures 

Expenditures 
Related  to 

Hospital 
Operations—' 

Total  Cost  Per 
Patient  Care  Dav 

1973-74 

402,969 

$7,668,973 

$7,466,890 

$18.53 

3/ 
1972-73^' 

396,041 

7,443,267 

6,679,225 

16.86 

1971-72^/ 

428,197 

7,311,839 

6,174,676 

14.42 

1970-71^/ 

434,920 

6,396,560 

5,763,298 

13.25 

1969-70^/ 

435,026 

5,733,318 

5,191,228 

11.93 

1/  Expenditures  shown  in  this  column  exclude  costs  for  mental  health 
centers  and  clinics  operated  by  the  hospital  and  costs  for  training 
counselors  for  Indian  alcoholics.   These  costs  were  excluded  because 
neither  program  was  directed  toward  hospital  resident  patients.   Also 
excluded  were  costs  of  the  canteen,  recreation  hall,  and  commissary. 
These  costs  were  excluded  because  they  should  have  been  offset  by 
revenues  from  the  canteen,  recreation  hall,  and  commissary. 

2^/  Based  on  expenditures  related  to  hospital  operations. 

3/  Source:   The  hospital's  annual  reports  to  the  Governor.   Amounts  have 
not  been  audited. 


BUDGETARY  CONTROL 

One  of  the  primary  controls  governing  an  organization's  operations 
is  its  budget.   The  budget  is  a  spending  plan  which,  if  well  designed 
and  adhered  to,  should  significantly  assist  an  organization  in  achieving 
its  objectives  within  the  limits  of  available  resources.   Inadequately 
planned  budgets  or  the  failure  to  follow  well  planned  budgets  makes  it 
difficult  for  an  organization  to  achieve  its  purpose.   Budgetary  control 
is  especially  important  for  governmental  agencies  because  of  legal 
spending  ceilings  and  legal  limitations  on  the  use  of  some  funds. 

The  hospital  administrator,  the  fiscal  bureau  chief,  the  operations 
and  support  bureau  chief,  and  the  warehouse  foreman  explained  to  us  that 
budgetary  controls  were  inadequate  in  past  years  and  adversely  affected 
hospital  operations.   Program  managers  were  not  always  involved  in  the 
budget  process.   The  program  managers  often  did  not  know  what  their 
budgets  were  and  did  not  always  approve  the  expenditures  charged  against 
their  programs.   Therefore,  they  did  not  know  their  budget  status  during 
the  year  and  could  not  plan  their  programs  accordingly. 

The  hospital's  budgetary  controls  were  inadequate  during  fiscal 
year  1972-73.   To  meet  year-end  payroll  costs  the  hospital  paid  over 
$22,000  of  salaries  and  employee  benefits  from  the  bond  proceeds  and 
insurance  clearance  fund.   The  money  in  this  account  represented  insur- 
ance proceeds  for  hospital  property  damaged  in  a  fire.   Section  78-1101, 
R.C.M.  1947,  limits  the  expenditure  of  such  funds  to  the  repair  or 
replacement  of  the  damaged  property.   In  addition,  the  hospital  was 
unable  to  pay  many  of  its  bills  at  the  end  of  fiscal  year  1972-73.   The 
unpaid  bills  were  held  until  after  July  1,  and  paid  from  the  hospital's 
fiscal  year  1973-74  appropriations.   The  hospital  accountant  said  he 
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did  not  know  the  dollar  value  of  bills  held  over.   We  found  approxi- 
mately $3,100  of  these  bills. 

In  contrast  to  fiscal  year  1972-73,  the  hospital's  fiscal  year 
1973-74  general  fund  appropriation  had  an  unexpended  balance  of  more 
than  $228,000  at  year-end,  even  though  the  hospital  was  said  to  be  short 
of  money  during  the  year.   The  hospital  had  budgeted  910  full-time 
equivalent  positions  for  fiscal  year  1973-74  but  filled  only  778  of 
these  positions  during  the  year.   The  accountant  said  the  underexpendi- 
ture  was  discovered  too  late  to  enable  the  hospital  to  use  the  money. 

In  addition  to  problems  in  controlling  the  amounts  of  expenditures, 
budgetary  control  was  placed  in  the  wrong  position.   Under  the  organiza- 
tion effective  during  most  of  fiscal  year  1974-75,  the  acting  superin- 
tendent was  responsible  for  treating  patients,  but  the  administrator 
controlled  the  budget.   The  acting  superintendent  said  he  was  not  con- 
sulted on  budgetary  matters.   Without  supervisory  control  of  the  budget, 
the  superintendent  would  not  be  in  a  position  to  control  the  patient 
treatment  program. 

If  the  hospital  is  to  achieve  its  goals  and  operate  efficiently.  It 
must  establish  control  over  its  budget.   Budget  responsibility  should  be 
placed  with  an  administrator  who  is  responsible  to  the  superintendent. 
However,  program  managers  should  be  involved  in  the  budgeting  process 
and  should  manage  their  own  budgets. 

RECOMMENDATION 

We  veoorrmend  that  the  hospital: 

1.       Implement  procedures  to  establish  control  over  its  budget. 
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2.   Tlace  budgetary  responsibilities  under  the  superinten- 
dent 's  general  supervision  and  involve  program  managers 
in  the  budgetary  process. 

PERSONAL  SERVICES 

During  fiscal  year  1973-74,  the  hospital  reported  expenditures  of 
$6,196,038  for  personal  services,  consisting  of  $5,296,495  for  salaries 
and  $899,543  for  employee  benefits.   Personal  services  expenditures 
accounted  for  approximately  81%  of  total  hospital  expenditures.   Because 
personal  services  expenses  are  such  a  large  part  of  the  budget,  the 
hospital  needs  well-developed  personnel  and  payroll  procedures.   However, 
as  in  other  areas,  adequate  procedures  have  not  been  developed  or 
implemented.   In  our  examination  we  noted  the  personnel  and  payroll 
problems  discussed  below. 

Employment  Authority  and  Salary  Rates 

Authority  for  hiring  new  hospital  employees  has  not  been  designated 
in  writing.   It  is  not  clear  whether  final  employment  authority  rests 
with  the  department  heads  or  the  personnel  director.   At  the  time  of  our 
review,  department  heads  interviewed  applicants  for  jobs  within  their 
departments,  selected  applicants  to  fill  vacant  positions,  prepared  and 
signed  beginning  employment  forms  showing  the  new  employee's  name, 
position,  and  salary  rate,  and  submitted  the  beginning  employment  forms 
to  the  personnel  department.   The  personnel  director  was  to  initial  the 
beginning  employment  form  indicating  approval  and  send  the  form  to  the 
payroll  department.   The  payroll  department  prepared  the  necessary 
payroll  records  and  placed  the  new  employee  on  the  payroll. 
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The  acting  personnel  director  said  the  department  heads  had  final 
employment  responsibility.  However,  the  payroll  clerk  said  that  employ- 
ment forms  are  not  processed  unless  Initialed  by  the  personnel  director. 
However,  in  several  cases  the  payroll  department  did  place  new  employees 
on  the  payroll  even  though  beginning  employment  forms  were  not  initialed 
by  the  personnel  department. 

In  addition,  the  payroll  clerk  frequently  processed  pay  rate  changes 
without  written  instructions  from  the  personnel  director.   When  an 
employee  was  promoted  or  transferred  to  a  new  department,  the  department 
head  was  to  submit  a  transfer  form  to  the  personnel  department  showing 
the  employee's  new  position  and  pay  rate.   The  personnel  director  was  to 
approve  the  form  and  forward  it  to  the  payroll  clerk.   However,  the  new 
salary  rate  often  was  not  shown  on  the  transfer  form.   The  payroll  clerk 
said  that  in  these  instances  she  determined  the  pay  rate  from  whatever 
information  was  available  and  prepared  a  payroll  status  report  form  for 
submission  to  the  Central  Payroll  Division.   The  personnel  director  or 
the  hospital  administrator  signed  the  payroll  status  reports. 

The  payroll  clerk  should  prepare  payroll  status  reports  only  upon 
written  directions  from  the  personnel  department.   A  personnel  officer 
should  review  all  beginning  emplojmient  forms,  approve  all  new  employment, 
and  approve  all  pay  rate  changes.   Such  a  review  would  provide  assurance 
that  the  employee  is  filling  an  approved  position  and  has  been  properly 
classified  in  accordance  with  the  state  pay  plan. 

RECOMMENDATION 

Ve  recommend  that  the  hospital  require  written  approval  by  the 

personnel  director  before  emploijees'  salary  rates  are  changed 

and  before  new  employees  are  hired. 
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Nepotism 

Section  59-519,  R.C.M.  1947,  prohibits  public  employees  from  hiring 
their  relatives,  and  Section  59-520  provides  penalties  for  violation  of 
the  nepotism  law. 

On  March  19,  1970,  August  25,  1971,  June  14,  1972,  and  September 
28,  1972,  the  hospital's  medical  electronics  department  head  employed 
his  wife  as  a  temporary  part-time  assistant  in  his  department.   The 
first  three  employment  periods  totaled  more  than  17  months  but  were  not 
continuous.   The  woman  has  been  continuously  employed  on  a  part-time 
basis  since  September  28,  1972.   The  medical  electronics  department  head 
signed  the  first  three  beginning  employment  forms,  but  the  former  person- 
nel department  chief  also  initialed  the  forms.   The  medical  electronics 
department  head  signed  the  fourth  beginning  employment  form,  but  the 
personnel  department  chief  did  not  initial  it.   The  woman  presently 
works  part  time  at  the  hospital,  but  she  no  longer  works  in  the  medical 
electronics  department. 

As  another  example,  the  social  services  department  employed  the 
personnel  department  chief's  daughter  on  June  18,  1973,  and  again  on 
June  17,  1974.   The  personnel  department  chief  initialed  one  of  her 
beginning  employment  forms  but  not  the  other. 

As  discussed  on  page  11,  emplojnnent  authority  at  the  hospital  has 
not  been  established  in  writing.   It  is  not  clear  whether  department 
heads  were  authorized  to  hire  new  employees  without  the  personnel  depart- 
ment chief's  initialing  the  beginning  employment  form,  or  whether  the 
personnel  department  chief  had  final  employment  authority. 

Regardless  of  who  had  final  employment  responsibility,  employment 
and  supervision  of  relatives  by  a  department  head  is  a  poor  practice  and 
has  been  recognized  as  such  by  the  Department  of  Institutions.  The 
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Department's  "Employee's  Handbook"  issued  in  January,  1973,  states 
that  section,  bureau,  and  department  heads  may  not  supervise  their 
relatives.   However,  the  hospital  has  not  implemented  the  department's 
policy.   In  addition  to  the  example  described  above,  the  hospital's 
laundry  manager  supervises  his  brother. 

The  hospital  should  adhere  to  the  state's  nepotism  law  and  should 
follow  the  department's  policy  regarding  the  supervision  of  relatives. 

RECOMMENBATIOIil 

Ve  vecommend  that  the  hospital  comply  with  the  state's  laws 
and  the  Department  of  Institutions  '  policy  regarding  nepotism. 

PERS  Membership 

Montana  law  (Sections  68-1601  and  1602,  R.C.M.  1947)  requires  all 
permanent  state  employees  to  become  members  of  the  Public  Employees' 
Retirement  System  (PERS)  on  their  first  day  of  employment.  The  hospital's 
payroll  department  does  not  initiate  PERS  membership  and  the  related 
payroll  deductions  for  permanent  employees  until  the  employees  have 
completed  a  month  of  service. 

The  payroll  clerk  said  this  procedure  was  established  because  of 
the  high  turnover  rate  for  new  employees.   By  waiting  30  days,  the 
number  of  PERS  starts  and  closeouts,  and  the  related  paperwork  is 
decreased. 

For  employees  who  eventually  retire  under  PERS,  the  hospital's 
procedure  short-changes  the  PERS  fund  by  the  amount  that  should  have 
been  deducted  from  the  employee's  first  month's  salary  plus  the  employer's 
contribution  and  the  interest  that  would  have  been  earned  on  both.   In 
addition,  the  failure  to  deduct  for  PERS  during  the  first  month  may 
reduce  the  employee's  retirement  benefits. 
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The  hospital  should  begin  PERS  deductions  for  all  permanent  employees 
on  their  first  day  of  employment  as  required  by  Sections  68-1601  and  68- 
1602,  R.C.M.  1947. 

RECOMMEf^DATION 

We  recommend  that  the  hospital  initiate  PERS  membership  for 
all  permanent  employees  on  their  first  day  of  employment. 

Personnel  Files 

The  personnel  department  maintains  the  hospital's  official  personnel 
file  for  each  employee.   However,  these  files  are  often  incomplete. 

The  hospital's  official  personnel  files  often  do  not  include  docu- 
ments which  affect  employees'  pay  and  which  should  be  included  in  the 
personnel  files.   We  reviewed  personnel  files  for  119  employees  and 
found  that  the  pertinent  documents  listed  below  were  not  in  the  files. 
The  number  of  files  in  which  the  documents  were  missing  is  shovm  in 
parentheses. 

— Properly  completed  beginning  employment  forms,  transfer  forms, 
and  employment  termination  forms  (26,  or  22%). 

— Payroll  deduction  forms  for  savings  bonds,  health  insurance, 
union  dues,  and  rent  for  Warm  Springs  housing  (86,  or  72%). 

— W-4  forms  required  for  federal  income  tax  withholding.   (28, 
or  24%). 

— Employment  applications  and  reference  letters  (8,  or  7%). 

— Documentation  of  licenses  required  for  certain  positions  such 
as  nurses  (3  instances  among  22  nurses,  or  14%) . 

In  other  payroll  tests  we  found  instances  of  lack  of  justifications 
for  promotions  and  pay  rate  changes.   The  payroll  clerk  said  she  some- 
times obtains  necessary  payroll  information  orally  from  the  employee  or 
his  department  head  and  makes  the  pay  changes  without  written  authorization. 


-15- 


All  actions  affecting  employees'  pay  should  be  documented  and 
should  be  retained  in  the  employee's  official  personnel  file.   Also,  the 
payroll  department  should  not  effect  pay  changes  without  written  authori- 
zation such  as  employment,  termination,  and  withholding  forms. 

Some  hospital  departments,  such  as  nursing  services  and  social 
services,  maintain  personnel  files  in  addition  to  the  official  personnel 
files  maintained  by  the  personnel  department.   The  nursing  services 
personnel  files  often  include  the  missing  payroll  forms  and  other  informa- 
tion which  should  be  in  the  official  personnel  files.   Examples  of  this 
are  employee  performance  evaluations,  records  of  continuing  education 
projects  undertaken  by  the  employees,  reports  of  employee  absences,  and 
reports  of  incidents  involving  employees.   The  nursing  services  director 
said  she  initiated  personnel  files  in  the  nursing  services  department 
because  the  official  personnel  files  were  incomplete  and  were  not  access- 
ible on  short  notice. 

All  information  relating  to  an  employee  should  be  retained  in  the 
personnel  department's  official  personnel  file.   The  existing  system 
fails  to  fix  with  anyone  the  responsibility  for  maintaining  a  complete 
file  on  each  employee. 

RECOMMENDATION 

We  recommend  that  the  hospital  include  all  pertinent  employee 
records  in  the  official  personnel  files. 

Af ter-the-Fact  Payroll  Preparation 

In  our  1968  report  on  the  System  of  Internal  Control  Within  the 
Department  of  Administration,  State  Auditor's  Office,  and  State  Treasurer's 
Office,  we  recommended  the  establishment  of  a  centralized  payroll  function 
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for  the  state.   One  of  the  problems  leading  to  that  recommendation  was 
the  fact  that  many  state  agencies  were  paying  their  employees  before  the 
end  of  the  payroll  period.   (At  the  time,  state  employees  were  paid  on  a 
monthly  basis.)   Before-the-fact  pay  is  undesirable  because  employees 
may  terminate  between  the  payroll  distribution  date  and  the  end  of  the 
pay  period;   they  may  be  absent  on  vacation  or  sick  leave;  or  they  may 
have  other  adjustments  to  their  pay.   Adjustments  caused  by  these  events 
must  be  made  at  the  last  minute  before  the  salary  warrants  are  issued  or 
during  the  next  pay  period.   In  the  1968  report  we  suggested  that  payrolls 
be  deferred  until  after  the  end  of  the  pay  period,  thereby  alleviating 
the  existing  problems. 

In  1969,  the  legislature  established  the  Central  Payroll  Division 
within  the  State  Auditor's  Office  to  act  as  the  paying  agent  for  state 
employees'  salaries.   Presently,  state  employees  are  paid  on  the  basis 
of  bi-weekly  pay  periods.   Pay  periods  end  on  Fridays  and  the  Central 
Payroll  Division  requires  agencies  to  have  their  payroll  information  to 
the  Division  on  the  following  Monday. 

In  order  to  meet  the  Monday  deadline,  large  agencies,  and  particu- 
larly those  located  outside  of  Helena,  must  begin  their  payroll  process- 
ing before  the  end  of  the  pay  period.   At  the  hospital  each  department 
cuts  off  its  time  reporting  on  Tuesday  and  submits  its  time  sheets  to 
the  payroll  department  on  Wednesday.   Employees'  attendance  for  Wednesday, 
"hursday,  and  Friday  is  estimated.   The  hospital's  payroll  department 

processes  the  payroll  during  Wednesday,  Thursday,  and  Friday  and  mails 
the  information  to  the  Central  Payroll  Division.   Because  the  payroll 

information  is  prepared  before  the  end  of  the  pay  period,  the  problems 

discussed  in  the  1968  report  remain.   As  a  result,  the  hospital  payroll 
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clerks  spend  a  great  deal  of  time  making  adjustments  to  correct  the  pay 
to  actual  attendance.   The  payroll  staff  estimated  that  adjustments  must 
be  made  for  at  least  25  percent  of  the  hospital's  employees  each  pay 
period.   In  addition  to  being  confusing  and  time-consuming,  the  adjust- 
ments occasionally  result  in  pay  errors.   Also,  employees  sometimes 
terminate  during  Wednesday,  Thursday,  or  Friday  and  it  may  be  too  late 
to  stop  their  pay  for  these  days.   In  these  instances  the  hospital  must 
subsequently  try  to  collect  the  overpayment  from  the  payee. 

The  hospital  is  in  the  process  of  establishing  a  computerized  time 
reporting  and  payroll  preparation  system.   The  system  is  intended  to 
provide  the  hospital  with  the  capability  of  processing  their  payroll  on 
Monday  and  still  meeting  the  Monday  filing  deadline.   If  the  computerized 
system  works  without  significant  problems  or  breakdowns,  it  should 
alleviate  the  hospital's  before-the-fact  payroll  processing  problems. 
However,  the  system  has  not  been  tested  or  proven  at  the  hospital. 

Other  state  agencies  have  before-the-fact  payroll  problems  similar 
to  the  hospital's.   Some  of  the  larger  agencies  have  adopted  procedures 
to  deal  with  the  problems  but  still  must  make  adjustments  when  employees' 
actual  attendance  varies  from  their  estimated  attendance. 

The  Central  Payroll  Division  could  eliminate  the  before-the-fact 
payroll  problems  by  allowing  more  time  between  the  end  of  the  pay  periods 
and  the  date  agencies  must  submit  their  payroll  information.   This  could 
be  accomplished  by  changing  the  payroll  periods,  the  salary  distribution 
date,  or  both.   Section  41-1301,  R.C.M.  1947,  allows  the  state  10  working 
days  after  the  end  of  a  pay  period  to  process  the  payroll  and  to  pay 
the  employees.   The  Central  Payroll  Division  is  presently  paying  employees 
in  the  Helena  area  four  working  days  after  the  end  of  the  pay  periods. 
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The  Department  of  Administration,  in  conjunction  with  the  State 
Auditor's  Office,  should  review  the  existing  payroll  procedures  and 
study  the  problems  created  at  various  state  agencies  by  before-the-fact 
payroll  preparation.   The  Department  of  Administration  should  then 
determine  the  feasibility  of  revising  the  pay  period  cut-off  dates,  or 
the  payroll  distribution  date  so  that  state  agencies  may  achieve  an 
after-the-fact  payroll. 

RECOMMENDATION 

We  vecorrmend  that  the  Department  of  Administration  and  the  State 
Auditor's  Office  determine  the  feasibility  of  adjusting  the 
state's  Central  Payroll  procedures  to  permit  after-the-fact 
payrolls  at  state  agencies. 

Warrant  Distribution 

Proper  internal  control  requires  a  separation  of  payroll  prepara- 
tion and  payroll  warrant  distribution  functions  to  assure  accurate 
recording  of  transactions  and  safeguarding  of  assets. 

The  hospital  has  not  established  such  a  separation.   Payroll  depart- 
ment employees  are  responsible  for  preparation  of  payroll  records  sub- 
mitted to  the  state's  Central  Payroll  Division.   These  same  employees 
distribute  payroll  warrants. 

During  our  audit  period  the  payroll  department  sorted  the  payroll 
checks  by  department  and  delivered  the  checks  to  the  department  heads 
who  distributed  them  to  the  employees.   This  procedure  consumed  a  great 
deal  of  time  per  pay  period.   The  payroll  clerks  presently  mail  pay 
checks  to  all  employees.   The  new  procedure  is  an  improvement.  However, 
internal  control  over  the  payroll  should  be  further  improved  by  separating 
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the  payroll  preparation  and  distribution  duties.   The  people  who  prepare 
the  payroll  should  not  have  access  to  the  paychecks. 

Regardless  of  the  warrant  distribution  procedures  used,  most  other 
state  agencies  also  consume  significant  amounts  of  time  in  distributing 
employee  pay  checks.   A  great  deal  of  time  could  be  saved  and  internal 
control  problems  eliminated  if  the  Central  Payroll  Division  of  the  State 
Auditor's  Office  sent  state  employees'  pay  directly  to  the  employees' 
banks.   In  addition  to  time  savings  at  the  agencies,  direct  transfers  to 
banks  could  substantially  reduce  the  number  of  salary  warrants  issued  in 
cases  where  numerous  state  employees  use  the  same  bank.   The  Central 
Payroll  Division  also  should  mail  employees'  year-end  tax  withholding 
statements  directly  to  the  employees. 

Some  state  employees  may  not  want  their  salaries  sent  directly  to 
banks.   In  such  cases,  the  Central  Payroll  Division  should  mail  salary 
warrants  directly  to  the  employees.   Section  41-1301,  R.C.M.  1947, 
states  that  employee  wages  must  be  paid  in  lawful  United  States  money  or 
by  checks  drawn  on  banks  and  convertible  to  lawful  money.   To  assure 
compliance  with  this  law  and  to  preclude  direct  deposit  in  banks  for 
employees  who  prefer  to  receive  a  warrant,  the  Central  Payroll  Division 
should  require  written  authorization  from  employees  before  transferring 
salaries  to  banks. 

The  Department  of  Administration  and  the  State  Auditor's  Office 
should  determine  the  feasibility  of  transferring  state  employees'  salaries 
to  banks.   The  feasibility  study  should  include  evaluations  of  legal 
aspects,  costs  and  benefits,  and  employee  acceptance. 
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RECOmiENDATION 

We  reoommend  that: 

1.  The  Department  of  Administration  and  the  State  Auditor's 
Office  determine  the  feasibility  of  depositing  state 
employees'  salaries  directly  in  banks. 

2.  The  hospital  separate  the  payroll  preparation  and  warrant 
distribution  responsibilities. 

Payroll  Cost  Distribution 

An  employee's  salary  should  be  charged  to  the  department  where  he 
works.   During  fiscal  year  1973-74,  the  salaries  of  the  hospital's 
custodial  employees  working  in  patient  wards  were  budgeted  and  charged 
against  the  care  and  treatment  program  and  its  appropriations.   The 
work  done  by  the  custodial  employees  consisted  of  janitorial  maintenance 
rather  than  care  and  treatment  of  patients.   Salaries  paid  these  custo- 
dians should  have  been  budgeted  and  charged  against  the  general  services 
and  physical  plant  program  and  its  appropriations. 

As  a  result  of  the  previous  practice,  care  and  treatment  program 
costs  were  overstated  by  about  $120,000,  and  general  services  and  physical 
plant  program  costs  were  understated  by  the  same  amount.   The  fiscal 
bureau  chief  said  they  plan  to  budget  and  charge  custodial  employees ' 
salaries  to  the  general  services  and  physical  plant  program  in  the 
future. 

RECOm^NDATION 

We  reoommend  that  the  hospital  budget  and  charge  payroll  costs  for 

Qonitorial  workers  to  the  general  services  and  physical  plant 

program. 
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sick  Leave 

Section  59-1008,  R.C.M.  1947,  provides  that  state  employees  shall 
earn  sick  leave  credits  at  the  rate  of  12  working  days  for  each  year  of 
state  employment.   The  law  provides  that  sick  leave  credits  may  accrue 
without  limitation  and  that  employees  shall  be  paid  for  one-fourth  of 
their  accumulated  sick  leave  upon  termination  from  state  employment. 
Section  59-1008  also  provides  that  the  Department  of  Administration 
shall  be  responsible  for  the  proper  administration  of  sick  leave  and 
shall  promulgate  rules  and  regulations  necessary  to  achieve  uniform 
administration  of  sick  leave  and  prevent  the  abuse  thereof.   Rules  and 
regulations  promulgated  are  effective  for  all  state  employees. 

Pursuant  to  Section  59-1008,  R.C.M.  1947,  the  Department  of  Adminis- 
tration has  issued  sick  leave  regulations  in  Chapter  1-0300  of  the 
Montana  Administrative  Manual.   Section  1-0304.82  of  the  MAM  defines 
sick  leave  as  the  necessary  absence  from  duty  caused  when  an  employee 
has  suffered  illness,  injury,  pregnancy  or  pregnancy  related  illness, 
exposure  to  a  contagious  disease  that  requires  quarantine,  or  absences 
necessary  to  receive  medical  or  dental  examination  or  treatment.   In 
addition,  MAM  Section  1-0304.89  authorizes  the  use  of  sick  leave  when  an 
employee's  absence  is  necessary  due  to  illness  or  death  in  his  immediate 
family.   The  MAM  establishes  the  following  regulations  concerning  the 
use  of  sick  leave. 

— Agency  directors  are  responsible  for  controlling  the  use  of 
sick  leave  within  their  agencies  (1-0304.73). 

— Records  of  sick  leave  earnings  and  usage  must  be  maintained  in 
each  agency.   The  records  should  contain  sufficient  detail 
to  permit  the  discovery  and  correction  of  improper,  repetitious, 
or  excessive  uses  of  sick  leave  (1-0304.73). 

— The  employer  may  require  written  substantiation,  in  the  form 
of  a  doctor's  certificate,  of  sick  leave  usage  (1-0304.88). 
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—Abuse  of  sick  leave  is  cause  for  dismissal  and  forfeiture  of 
lump  sum  sick  leave  payment.   However,  administrators  must 
be  able  to  substantiate  charges  of  sick  leave  abuse  (1-0304. 9A). 

Abuse  of  sick  leave  is  defined  as  the  use  of  sick  leave  for 

unauthorized  purposes  or  the  misrepresentation  of  the  actual 
reason  for  charging  an  absence  to  sick  leave  (1-0304.94). 

Our  review  of  employees'  sick  leave  usage  indicated  the  potential 
for  abuse  of  sick  leave  at  the  hospital.   In  a  sample  of  70  employees 
who  terminated  their  employment  at  the  hospital,  only  24  had  worked 
long  enough  to  be  eligible  to  use  sick  leave.   Of  these  24  employees, 
four,  or  about  17%,  exhausted  their  sick  leave  benefits  during  their 
last  three  months  of  employment.   One  of  the  four  used  17  days  of  sick 
leave  during  his  last  three  months  of  employment.   Another  used  seven 
days,  and  the  other  two  used  four  and  three  days  respectively.   The 
personnel  files  did  not  include  any  documentation  as  to  why  the  sick 
leave  was  needed  and  the  hospital  had  not  requested  a  doctor's  certifi- 
cate for  the  person  who  had  taken  extended  sick  leave.   In  fact,  one  of 
these  employees  submitted  a  request  for  one  day  of  sick  leave,  one  day 
of  compensatory  time  off,  and  16  days'  vacation  leave  during  the  last 
three  months  of  employment.   The  leave  request  stated  the  reason  for 
absence  as  "vacation."  The  leave  request  was  approved  by  the  employee's 
supervisor . 

The  hospital  should  require  written  substantiation  for  extended  use 
of  sick  leave,  should  require  doctors'  certificates  if  the  circumstances 
indicate  that  they  would  be  useful,  and  should  not  permit  the  use  of 
sick  leave  for  unauthorized  purposes  such  as  vacation. 

In  addition  to  potential  problems  with  the  use  of  sick  leave,  the 
hospital  does  not  accrue  sick  leave  benefits  in  accordance  with  existing 
regulations.   Section  59-1008,  R.C.M.  1947,  and  Section  1-0304.74  of  the 
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MAM  require  proportionate  sick  leave  credits  to  be  earned  and  credited 
at  the  end  of  each  pay  period. 

The  hospital  credits  sick  leave  earnings  at  the  end  of  each  month. 
The  payroll  clerk  said  the  sick  leave  accounting  is  done  on  a  monthly 
basis  because  it  is  easier.   The  Department  of  Institutions'  Personnel 
Division  Administrator  said  he  authorized  the  practice  for  all  of  the 
state's  institutions  because  monthly  recordkeeping  requires  less  time 
than  bi-weekly  recordkeeping. 

Sick  leave  and  annual  leave  accounting  should  be  performed  as  a 
part  of  the  central  payroll  system.   At  the  present  time,  each  state 
agency  must  keep  its  own  manual  accounting  records  for  leave.   The 
Department  of  Administration  plans  to  automate  leave  accounting  pro- 
cedures for  the  state,  but  development  of  such  a  system  will  not  be 
completed  in  the  near  future.   Pending  the  development  of  a  statewide 
leave  accounting  system,  the  institutions  should  credit  sick  leave  in 
accordance  with  the  existing  law.   The  hospital's  leave  accounting  could 
be  done  manually,  as  it  is  now,  or  possibly  it  could  be  performed  in 
conjunction  with  the  hospital's  computerized  timekeeping  system. 

RECOMMENDATION 

We  reoommend  that: 

1.  The  hospital  require  written  substantiation  for  extended 
sick  leave  and  approve  sick  leave  only  for  authorized 
purposes. 

2,  The  Department  of  Institutions  require  all  institutions 
to  record  sick  leave  at  the  end  of  each  pay  period  rather 
than  the  end  of  each  month. 
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REVENUE 

The  hospital  reported  revenues  of  nearly  $383,000  during  fiscal 
year  1973-74.   The  revenues  consisted  primarily  of  sales  income  from  the 
canteen  and  cafe,  federal  grants,  and  housing  rental  income.   Several 
problems  in  the  management  and  accounting  for  hospital  revenues  are 
discussed  below. 

Centralized  Management 

The  hospital  has  not  centralized  revenue  management  and  billing 
responsibility  with  one  person  or  department.   As  a  result,  the  hospital 
has  no  control  over  the  revenue  function.   The  individual  in  charge  of 
the  revenue  bookkeeping  work  lacks  the  expertise  to  design  and  implement 
the  systems  and  procedures  needed  to  bring  the  revenue  function  under 
control. 

Lack  of  central  management  and  control  allows  hospital  revenues  to 
be  lost  through  failure  to  bill  for  all  services  rendered  or  through 
inappropriate  billing.   For  example,  during  fiscal  year  1973-74  the 
hospital  provided  electroencephalographic  services  to  people  who  were 
not  hospital  patients.   (Electroencephalograms  are  often  referred  to  as 
EEC's  and  are  recordings  of  brain  waves.)   During  that  year  Warm  Springs 
had  the  only  electroencephalographic  equipment  in  the  Anaconda,  Butte, 
and  Deer  Lodge  vicinity  and  performed  EEC's  for  people  in  these  areas. 

The  Warm  Springs  radiologist  performed  the  EEC's,  kept  a  log  of 
EEC's  performed,  and  in  some  instances  collected  the  hospital's  fee  for 
the  services.   Collections  made  by  the  radiologist  were  remitted  to  the 
revenue  accountant  and  his  staff  for  recording  and  deposit.   The  radiol- 
ogist was  to  advise  the  accounting  staff  of  persons  who  could  not  pay  at 
the  time  the  service  was  provided  or  who  had  medical  insurance  to  pay 
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for  the  EEC.   The  accounting  staff  was  to  bill  these  people  for  the 
EEC's. 

The  accounting  staff  was  not  informed  of  all  EEC's  provided  and 
the  radiologist  was  not  advised  of  collections  made  by  the  accounting 
staff.  Therefore,  neither  party  had  any  way  of  knowing  whether  a  fee 
had  been  collected  for  each  person  for  whom  an  EEC  was  performed. 

During  fiscal  year  1973-74,  122  EEC's  were  performed  for  people  who 
were  not  hospital  patients,  but  fee  collections  were  recorded  and 
deposited  for  only  91  of  these.   There  are  no  records  indicating  whether 
the  radiologist  had  advised  the  accounting  staff  of  all  the  remaining  31 
people  or  whether  the  accounting  staff  had  billed  these  people  for  the 
EEC's.   We  found  no  way  to  determine  whether  EEC  fees  for  the  31  people 
were  unbilled  or  whether  the  fees  were  received  but  lost. 

The  radiologist  said  the  former  hospital  superintendent  authorized 
a  $20  fee  for  EEC's  done  for  non-hospital  patients  if  the  EEC's  were 
done  on  weekdays.   The  superintendent  authorized  a  $35  fee  for  EEC's 
done  on  weekends.   The  radiologist  was  allowed  to  keep  $15  for  each  EEC 
done  on  weekends.   Some  EEC's  were  billed  to  and  paid  by  Medicaid  or 
Medicare  at  the  rate  of  $42  each.   The  radiologist  said  the  hospital's 
cost  of  performing  an  EEC  has  not  been  determined.   He  does  not  know 
whether  the  above  fees  were  adequate  to  recover  costs. 

Collections  for  EEC's  should  have  been  centralized  in  the  accounting 
department.   The  radiologist  should  have  informed  the  accounting  staff 
of  each  EEC  performed.   The  accounting  staff  should  have  made  all  collec- 
tions and  should  have  matched  the  collections  with  the  list  of  EEC's 
performed.   The  accounting  staff  also  should  have  determined  an 
appropriate  fee  for  the  EEC  service. 
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The  hospital  no  longer  performs  EEC's  for  non-hospital  patients. 
However,  similar  problems  exist  in  other  revenue  areas  as  indicated 
below. 

As  described  on  page  33,  the  hospital  rents  housing  to  employees 
and  to  student  nurses.   Employees'  rentals  are  paid  through  payroll 
deductions  and  student  nurses'  rentals  are  paid  by  Montana  State  Uni- 
versity.  Nobody  matches  revenue  received  with  housing  units  occupied. 
Therefore,  the  hospital  has  no  assurance  that  it  collects  the  proper 
amount  of  revenue. 

Similar  conditions  exist  in  less  significant  areas,  such  as  the 
sale  of  meal  tickets  and  the  sale  of  kitchen  scraps.   The  hospital 
should  centralize  responsibility  for  the  revenue  function.   Information 
as  to  all  goods  sold  and  services  furnished  to  others  should  be  provided 
on  prenumbered  forms  to  the  individuals  responsible  for  revenue.   These 
individuals  should  perform  all  billing  functions. 

RECOMMENDATION 

We  recommend  that  the  hospital  consolidate  responsibility  for  the 
revenue  function  in  one  department  and  establish  systems  and 
procedures  needed  to  bring  the  revenue  function  under  control. 

Internal  Control  Over  Cash 

The  magnitude  of  the  hospital's  collections  requires  sound  internal 
control  procedures  to  assure  that  all  money  received  is  properly  deposited 
and  accounted  for.   Minimum  internal  control  procedures  which  should  be 
used  by  the  hospital  include: 

— Centralized  cash  receiving  by  a  cashier. 

— Restrictive  endorsement  of  all  checks  immediately  upon  receipt. 
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— Prompt  recording  of  all  cash  received. 

— Separation  of  the  cash  from  the  cash  record  after  amounts  are 
recorded. 

— Timely  intact  deposit  of  all  cash  receipts. 

— Separation  of  cash  handling  and  cash  recording  duties. 

— Independent  reconciliations  of  deposits  to  initial  cash  records. 

— Reconciliation  of  cash  receipts  to  services  rendered. 

— Proper  safeguarding  of  cash  held  overnight. 

At  the  time  of  our  review  cash  was  received  in  several  departments 
and  control  over  most  cash  receipts  was  inadequate  due  to  the  staff's 
failure  to  perform  the  procedures  described  above.  The  hospital  should 
develop  cash  receipt  procedures  that  provide  adequate  internal  controls 
and  permit  responsible  management  of  the  revenue  function.  As  a  part  of 
these  procedures  the  hospital  should  establish  a  cashier's  position  and 
should  require  all  cash  receipts  to  be  delivered  to  the  cashier. 

Chapter  2-1200  of  the  Montana  Administrative  Manual  contains  guide- 
lines for  the  recording  and  deposit  of  cash  receipts.   If  the  hospital 
needs  assistance  in  developing  adequate  cash  receipt  procedures,  they 
should  request  such  assistance  from  the  Department  of  Administration. 

In  addition  to  problems  in  the  handling  of  cash  receipts,  problems 
exist  in  the  administration  of  cash  funds.   The  hospital  occasionally 
cashes  employees'  checks  from  its  $505  petty  cash  fund  and  holds  the 
checks  in  the  fund.   At  the  time  of  our  review,  the  petty  cash  fund 
included  a  215-month-old  check  from  one  employee  and  an  eight-day-old 
check  from  another  employee.   In  effect,  holding  employees'  checks  in 
the  petty  cash  fund  constitutes  loans  to  the  employees.   The  hospital 
should  deposit  personal  checks  from  employees  on  a  timely  basis  along 
with  other  deposits. 
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Another  fund,  established  in  an  unapproved,  non-treasury  bank 
account  as  a  depository  for  canteen  and  cafe  receipts,  was  not  properly 
reconciled. 

Canteen  and  cafe  cash  receipts  are  recorded  daily  in  two  special 
ledgers,  one  for  the  canteen  and  one  for  the  cafe.   Accumulated  cash 
receipts  were  deposited  in  the  unapproved  bank  account  each  week.   The 
deposits  were  recorded  as  cash  receipts  in  the  hospital's  cash  general 
ledger.   The  money  in  the  unapproved  bank  account  was  periodically 
transferred  to  a  treasury  system  account.   At  the  end  of  each  month  cash 
receipts  recorded  in  the  two  special  ledgers  were  reconciled  with  deposits 
made.   However,  canteen  and  cafe  receipts  recorded  in  the  cash  general 
ledger  were  not  reconciled  with  deposits.   During  fiscal  year  1973-74, 
deposits  to  the  non-treasury,  local  bank  account  were  $4,286  higher  than 
recorded  cash  receipts.   The  accounting  department  staff  was  unaware  of 
this  difference,  and  could  not  explain  the  discrepancy  because  they  had 
not  reconciled  receipts  recorded  in  the  cash  general  ledger  with  deposits. 
Failure  to  record  some  receipts  and  recording  and  posting  errors  caused 
the  difference. 

The  unapproved  bank  account  has  now  been  closed  and  canteen  and 
cafe  receipts  are  deposited  directly  in  a  treasury  system  account. 
Receipts  recorded  in  the  general  ledger  should  be  reconciled  to  the 
treasury  deposits. 

RECOMMEmATION 

We  recommend  that  the  hospital: 

1.  Establish  a  central  cashier's  position. 

2.  Develop  and  implement  cash  receipt  and  control  pro- 
cedures that  provide  adequate  internal  control  over  all 
receipts  and  cash  funds. 
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Revenue  Identification  Codes 

The  Department  of  Administration  has  established  numerous  revenue 
identification  classifications  to  be  used  in  identifying  various  types 
of  revenue.   An  exclusive  8-digit  identification  code  number  has  been 
assigned  for  each  type  of  revenue.   State  agencies  are  to  identify  all 
revenues  submitted  to  the  State  Treasurer  with  one  of  these  8-digit  code 
numbers.   Month-end  and  year-end  SBAS  reports  then  show  the  amount  of 
revenue  collected  for  each  revenue  category  and  compare  actual  revenue 
collections  with  estimated  collections. 

This  information  is  needed  by  agency  managers  to  evaluate  their 
operations.   The  information  is  especially  useful  if  an  agency's  expendi- 
tures are  being  funded  by  its  collections.   However,  unless  state  agencies 
properly  identify  their  revenue  collections,  the  subsequent  SBAS  reports 
will  reflect  inaccurate  information  and  be  of  little  value  to  agency 
managers  or  other  interested  state  agencies. 

Revenue  collections  at  Warm  Springs  State  Hospital  are  frequently 

identified  with  inappropriate  revenue  identification  codes.   Some  of  the 

miscoding  occurs  due  to  errors  in  judgment  in  the  use  of  account  codes 

and  some  of  the  miscoding  is  the  result  of  clerical  error.   Examples  of 

miscoded  revenue  collections  are  as  follows: 

Sales  of  unprepared  food  to  hospital  employees  were  identified  with 
the  same  revenue  identification  code  as  canteen  and  cafe  sales. 

Sales  of  prepared  meals  to  employees,  student  nurses,  and  others 
are  coded  with  the  same  revenue  identification  code  as  sales  of 
waste  grease  and  scraps  from  the  kitchen.   These  two  items  repre- 
sent different  types  of  revenue  and  should  be  coded  with  separate 
revenue  identification  codes. 

In  August  of  1973,  a  $352  reimbursement  for  the  salary  paid  to  a 
student  hired  under  the  Work  Study  Program  was  coded  as  sales  of 
merchandise-food  services,  rather  than  being  coded  as  a  reimburse- 
ment. 
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Revenue  from  fees  charged  for  medical  services  provided  to  people 
who  were  not  patients  at  WSSH  was  coded  as  reimbursements  for 
medical  services  rather  than  being  coded  as  revenue.   See  addi- 
tional discussion  on  page  25. 

Refunds  for  the  hospital's  overpayment  of  doctor  bills  were  coded 
as  reimbursement-medical  services-doctor  rather  than  being  coded  as 
negative  expenditures.   See  additional  discussion  on  page  45. 

Unspent  employee  travel  advances  refunded  to  the  hospital  are 
recorded  as  revenue  from  reimbursements  rather  than  being  recorded 
as  negative  expenses.   See  additional  discussion  on  page  53. 

The  significant  miscoding  of  the  hospital's  collections  results  in 
SBAS  reports  which  are  inaccurate  and  useless.   Program  managers  cannot 
determine  from  SBAS  reports  the  amount  of  revenue  collected  in  a  given 
category.   For  example,  it  would  not  be  possible  for  the  food  services 
supervisor  to  determine  from  the  SBAS  reports  the  amount  of  kitchen 
scraps  sold  during  the  year.   Revenue  for  that  item  was  commingled  with 
revenue  from  the  sales  of  meal  tickets.   Without  accurate  information 
concerning  their  operations,  hospital  managers  are  not  in  a  position  to 
make  informed  decisions. 

To  provide  accurate  information,  the  hospital  staff  must  assign  the 
proper  revenue  identification  code  to  all  revenues.   If  certain  types  of 
revenue  do  not  fit  any  of  the  existing  revenue  codes,  the  Department  of 
Administration  can  assign  additional  revenue  identification  codes  as 
needed. 

RECOMMENDATION 

We  reaommend  that  the  hospital  determine  the  types  of  revenue 

being  received  and  assign  the  proper  revenue  identification 

code  to  each  type  of  revenue. 
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Canteen  Soft  Drink  Sales 

The  canteen  sells  soft  drinks  over  the  counter  and  operates  soft 
drink  vending  machines  in  the  canteen  and  the  hospital  employees' 
dining  room.   Canteen  employees  collect  the  receipts  from  the  sale  of 
soft  drinks  daily  and  take  them  to  the  accounting  clerk  who  records  the 
receipts  in  the  canteen  ledger  book.   The  clerk  then  places  the  money  in 
the  hospital  vault.   The  soft  drink  sales  receipts  are  accumulated  and 
used  to  pay  for  soft  drinks  when  the  dealer  delivers  them  to  the  hospital. 

The  hospital  kept  records  of  canteen  soft  drink  sales  for  only 
eight  months  of  fiscal  year  1973-74.   Recorded  soft  drink  sales  for 
these  eight  months  totaled  $4,584.   At  this  level,  annual  sales  would  be 
appr oxima  t  e ly  $  6 , 9  00 . 

Whenever  the  accounting  clerk  believes  that  sufficient  soft  drink 
profits  have  accumulated,  she  records  the  profit  as  canteen  revenue  and 
deposits  the  money  in  the  Warm  Springs  Recreation  Revolving  account. 
This  manner  of  handling  canteen  soft  drink  sales  receipts  violates  sound 
internal  control  principles  and  results  in  an  understatement  of  revenue 
and  expenditures  on  the  hospital's  financial  statements.   Neither  the 
receipts  nor  the  expenditures  relating  to  soft  drink  sales  are  recorded. 
The  accounting  clerk  said  the  canteen  soft  drink  receipts  are  handled  in 
this  manner  because  the  soft  drink  dealer  likes  to  be  paid  weekly  and  it 
is  easier  to  pay  him  with  accumulated  cash  than  to  write  a  check. 

The  hospital  has  a  $2,000  contingent  revolving  fund,  and  a  $505 
petty  cash  fund.   Payments  to  the  soft  drink  dealer  could  be  made  from 
either  of  these  sources  or  through  the  state  transfer  warrant  claim 
process.   Canteen  soft  drink  receipts  should  be  recorded  daily  and 
deposited  on  an  intact  and  timely  basis  along  with  other  hospital  revenue. 
The  expenditures  for  soft  drinks  should  also  be  recorded. 
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RECOmiENDATION 

We  recommend  that  the  hospital  deposit  all  canteen  soft  drink  sales 
receipts  and  record  the  receipts  and  related  expenditures. 

Housing  Rental  Program 

The  hospital  rents  housing  units  to  employees  and  student  nurses. 
The  hospital  has  about  120  housing  units  consisting  of  duplexes,  single 
family  houses,  and  apartments,  which  are  rented  to  employees  for  monthly 
rental  rates  ranging  from  $12.50  to  $60.   In  addition,  the  hospital  has 
a  dormitory  which  houses  student  nurses.   During  fiscal  year  1974  the 
hospital  reported  rental  revenue  collections  of  about  $59,000 — $39,000 
from  employee  housing  rentals  and  $20,000  from  student  nurses'  housing 
rentals. 

The  hospital  has  not  established  effective  control  over  the  housing 
program.   Responsibility  for  rental  management  is  not  assigned  to  any 
one  person.   There  is  no  way  of  knowing  whether  the  proper  amount  of 
revenue  was  collected  for  rentals  during  a  given  period.   Employee 
housing  rental  charges  are  paid  through  payroll  deductions.   However, 
the  accounting  department,  which  records  the  rental  revenue,  has  no  way 
of  knowing  which  housing  units  are  occupied  or  unoccupied  over  a  given 
time  period.   There  are  no  formal  procedures  in  the  payroll  department 
to  either  start  or  stop  a  payroll  deduction  for  housing. 

The  personnel  department  keeps  a  card  file  listing  each  rental  unit 
and  showing  the  present  occupant.   The  personnel  department  is  supposed 
to  notify  the  payroll  department  by  word-of-mouth  when  an  employee  moves 
in  or  moves  out  of  a  Warm  Springs  housing  unit.   The  payroll  department 
should  then  either  start  or  stop  the  payroll  deduction. 
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The  hospital  warehouse  staff  issues  keys  and  receives  returned  keys 
for  housing  units  but  receives  no  formal  notification  that  a  unit  has 
been  vacated.   None  of  the  above  groups  has  complete  control  of  the 
housing  program,  and  no  one  maintains  occupancy  records  showing  which 
units  have  been  occupied  throughout  the  year. 

Since  there  are  no  occupancy  records,  the  hospital  has  no  way  of 
knowing  whether  the  proper  amount  of  employee  housing  rentals  have  been 
collected.   During  fiscal  year  1973-74  the  hospital  reported  approxi- 
mately $39,000  of  revenue  from  employee  housing  rentals.   If  all  avail- 
able housing  units  had  been  rented  throughout  the  year,  rental  collec- 
tions would  have  been  about  $5,500  higher  than  that  reported.   Without 
occupancy  records  the  hospital  has  no  way  of  knowing  whether  the  $5,500 
difference  was  the  result  of  housing  unit  vacancies  or  was  the  result  of 
employees  living  in  housing  units  before  or  after  their  payroll  deductions 
were  in  force.   Under  the  existing  procedures,  if  an  employee  terminated 
employment  at  WSSH  but  did  not  move  out  of  his  housing  unit ,  it  is 
possible  that  he  could  live  in  the  unit  without  detection  for  some  time. 

Employee  housing  rental  rates  at  the  hospital  are  quite  low  and 
were  established  several  years  ago.   In  our  report  on  Department  of 
Institutions  employee  benefits,  dated  October  29,  1974,  we  recommended 
that  the  Department  of  Institutions  evaluate  housing  rental  rates  at  all 
institutions  and  revise  the  rates  in  accordance  with  their  evaluation. 
The  Department  is  presently  preparing  a  housing  rental  policy. 

The  hospital  should  establish  controls  over  employee  housing  units. 
As  a  part  of  these  controls,  the  accounting  department  should  be  noti- 
fied of  all  housing  rentals  and  vacancies  so  that  they  will  be  able  to 
compare  revenue  collections  with  housing  unit  rentals. 
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Rental  revenues  for  student  nurses  are  paid  by  Montana  State  Uni- 
versity.  The  nurses  are  university  students  who  are  performing  their 
student  nursing  at  the  hospital.   They  pay  tuition  to  the  university  and 
the  university  pays  the  hospital  $64.50  per  student  nursing  session  for 
each  student  who  lives  at  the  student  nurse  dorm.   There  are  six  sessions 
each  year. 

The  hospital  receives  no  information  as  to  the  number  of  students 
living  in  the  dorm.   Therefore,  the  hospital  has  no  way  of  knowing 
whether  the  proper  amount  of  revenue  is  received  each  session.   The 
hospital  should  require  the  university  to  furnish  a  list  of  students 
living  in  the  student  dorm  or  should  independently  verify  the  number  of 
students  in  the  dorm  during  each  session. 

RECOMMEWATION 

We  vecorrmend  that  the  hospital  centralize  housing  rental  responsi- 
bility in  one  department. 

Sale  of  Meal  Tickets 

The  hospital  sells  meal  tickets  to  employees,  student  nurses,  and 
hospital  visitors.   The  tickets  entitle  the  holder  to  eat  in  the  hospi- 
tal's employee  dining  room. 

Tickets  sold  to  employees  have  60  numbers  typed  on  them.   A  number 
is  to  be  punched  out  for  each  meal  eaten  in  the  employee  dining  room.  If 
an  employee  wishes  to  purchase  only  30  meals,  the  bottom  half  of  the 
ticket  is  cut  off  and  thrown  away.   The  employee  meal  tickets  are  sold 
for  $10  per  30-meal  ticket. 

At  the  start  of  each  student  nursing  session,  the  hospital  gives  a 
block  of  student  nurses'  meal  tickets  to  the  student  nurses'  dorm  house 
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mother.   The  house  mother  sells  the  meal  tickets  to  the  students  and 
remits  the  cash  collected  plus  any  unused  meal  tickets  to  the  hospital's 
accounting  department.   The  accounting  department  does  not  immediately 
record  the  cash  for  student  nurses'  meal  tickets,  but  holds  it  until  the 
student  nursing  session  is  over.   At  the  end  of  the  session  the  account- 
ing department  records  the  cash  and  deposits  it  along  with  other  hospital 
receipts.   The  accounting  clerk  said  that  the  cash  is  held  to  make 
refunds  to  any  students  who  may  have  unused  portions  of  meal  tickets  at 
the  end  of  the  session. 

Individual  meal  tickets  are  sold  for  50  cents  to  hospital  visitors, 
employees,  or  others  who  may  wish  to  purchase  a  ticket  for  only  one 
meal.   The  tickets  have  blank  spaces  to  write  in  the  date,  the  purchaser's 
name  and  the  meal  that  is  to  be  eaten. 

The  hospital  has  no  record  of  the  number  of  each  type  of  tickets 
printed  and  has  no  way  of  knowing  how  many  tickets  are  sold  or  used  each 
year.   The  employee  meal  tickets  have  been  stamped  with  serial  numbers, 
but  these  do  not  provide  any  control  because  there  is  no  way  to  tell 
whether  the  ticket  was  sold  as  a  30-meal  ticket  or  a  60-meal  ticket. 
The  student  nurses'  tickets  have  serial  numbers  written  on  them  with 
pen  and  ink.   Tickets  for  single  meals  are  not  numbered. 

The  sale  and  control  of  the  meal  tickets  has  not  been  centralized 
with  one  responsible  person  or  group.   The  accountant  or  his  assistant 
sells  individual  tickets.   The  payroll  clerk  handles  the  student  nurses' 
meal  tickets.   Employee  meal  tickets  are  paid  for  by  payroll  deductions 
set  up  by  the  payroll  clerk. 


-36- 


The  hospital  should  establish  control  over  the  sale  of  meal  tickets. 
The  meal  ticket  sales  function  should  be  consolidated  with  one  respon- 
sible person  or  group.   All  meal  tickets  should  be  prenumbered  and 
accounted  for.   Reported  revenue  should  be  periodically  reconciled  with 
the  number  of  tickets  sold  and  used.   Present  procedures  would  allow 
easy  reproduction  and  use  of  meal  tickets. 

RECOMMENDATION 

Vie  recommend  that  the  hospital  centvalize  the  responsibility  for 

meal  ticket  sales  and  establish  aocovmting  control  over  the 

sale  of  meal  tickets. 

Sale  of  Utility  Services 

The  hospital  owns  and  operates  the  utility  distribution  systems 
which  serve  the  hospital  grounds.   As  a  convenience  to  others,  the 
hospital  distributes  utilities  to  nearby  buildings. 

The  hospital  provides  electricity,  natural  gas,  water,  and  sewage 
disposal  to  a  U.  S.  Post  Office  located  on  the  hospital  grounds;  to  a 
privately  owned  combination  store,  motel,  and  bar  adjacent  to  the  hospi- 
tal grounds;  and  to  a  private  dwelling  adjacent  to  the  hospital  grounds. 
The  hospital's  maintenance  supervisor  said  the  hospital  charges  these 
"customers''  for  electricity  and  natural  gas  but  does  not  charge  for 
water  or  sewage  disposal  service. 

The  hospital  incurs  costs  in  owning  and  operating  water  and  sewage 
disposal  systems  and  should  recover  a  proportionate  share  of  these  costs 
from  private  parties  who  are  furnished  water  and  sewage  services. 
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RECOMMENDATION 

We  reoommend  that  the  hospital  collect  a  service  fee  for  water  and 
se:wage  services  provided  to  others. 

Recording  Accounts  Receivable 

Section  2-0240.40  of  the  Montana  Administrative  Manual  establishes 
the  modified  accrual  basis  of  accounting  as  the  state's  basis  of  account- 
ing.  The  MAM  defines  modified  accrual  system  as  accounting  for  expendi- 
tures at  the  time  valid  obligations  are  incurred  and  accounting  for 
revenues  at  the  time  the  cash  is  received.   The  MAM  also  states  that 
full  accrual  accounting  will  be  permitted  if  the  need  justifies  the 
application. 

The  hospital  has  several  types  of  revenue  which  may  be  due  at  the 
end  of  the  fiscal  year  but  have  not  been  received  by  year-end.   Examples 
of  such  revenue  could  include: 

— Federal  grant  revenues  which  become  payable  to  the  state  after 
the  state  has  spent  money  to  achieve  program  or  grant  objectives. 

— Revenues  from  the  sale  of  utility  services. 

— Reimbursements  due  for  the  transportation  of  patients. 

Revenues  which  become  due  by  the  end  of  the  fiscal  year  should  be 
recorded  by  the  hospital  as  accounts  receivable  at  year-end.   The  SBAS 
provides  for  such  recording  without  reporting  the  receivable  as  revenue 
until  the  money  is  actually  collected.   Such  recording  and  reporting 
would  be  consistent  with  the  state's  modified  accrual  accounting  system. 

The  hospital  should  record  revenues  due  by  fiscal  year-end  as 
accounts  receivable.   Such  recording  would  provide  accounting  recogni- 
tion of  the  receivable  and  would  serve  as  a  reminder  to  the  hospital  to 
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collect  the  money.   The  offsetting  accounting  entry  should  be  a  reserve 
for  accounts  receivable.   The  money  should  be  recognized  as  revenue  when 
it  is  actually  collected. 

RECOMMEmATIOE 

We  recommend  that  the  hospital  record  revenues  due  at  fiscal  year- 
end  as  accounts  receivable. 

Hospital  Collections  Account 

During  fiscal  year  1973-74,  approximately  $48,500  of  the  hospital's 
revenue  was  deposited  in  a  treasury  fund  account  called  the  Warm  Springs 
Hospital  Federal  and  Private  Revenue  Account.   Cash  receipts  such  as 
employees'  refunds  of  unused  travel  advances,  sales  of  kitchen  scraps, 
refunds  for  overpayments  of  outside  bills,  and  student  nurses'  housing 
rental  revenues,  v/ere  deposited  in  the  account.   Money  in  this  account 
may  be  spent  upon  legislative  appropriation  or  approved  budget  amend- 
ment.  However,  budget  amendments  rather  than  legislative  appropriations 
have  been  used  to  spend  money  in  this  account. 

Part  of  the  money,  such  as  travel  advance  refunds  and  refunds  of 
overpayments,  are  the  return  of  appropriated  money  previously  accounted 
for  as  expenses.   If  these  collections  were  properly  accounted  for  as 
negative  expenditures,  the  money  could  be  deposited  in  the  general  fund 
or  other  funds  from  which  they  were  originally  expended  and  would  still 
be  available  for  expenditure.   A  budget  amendment  would  not  be  required. 

Other  moneys  deposited  in  the  hospital  collections  account,  such  as 
collections  from  the  sale  of  kitchen  scraps  and  housing  rental  col- 
lections, represent  revenue  and  should  be  accounted  for  as  revenue  and 
deposited  in  the  general  fund.   This  revenue  should  not  be  available  for 
hospital  expenditures. 
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In  addition  to  circumventing  the  legislative  appropriation  process, 
the  hospital's  procedures  result  in  the  overstatement  of  expenditures 
and  revenues  in  the  hospital's  financial  statements.   The  hospital 
should  account  for  collections  representing  reductions  of  expenditures 
as  negative  expenditures  and  should  deposit  collections  representing 
revenues  in  the  general  fund. 

The  fiscal  bureau  chief  said  the  hospital  has  not  used  the  collections 
account  since  July  1,  1975,  and  he  said  the  hospital  will  close  the 
account. 

RECOMMENDATION 

We  recommend  that  the  hospital: 

1.  Close  the  hospital  collections  account. 

2.  Account  for  reductions  of  expenditures  as  negative 
expenditures  and  deposit  such  collections  in  the  fund 
from  which  the  expenditures  were  made. 

2.        Deposit  revenues  in  the  general  fund. 

FEDERAL  GRANTS 

During  fiscal  year  1973-74  the  hospital  reported  almost  $114,000  of 
federal  grant  revenue  under  six  grants.   We  reviewed  three  of  these 
grants.   Problems  noted  during  our  review  are  discussed  below. 
Grant  Records 

Grant  records  maintained  at  the  hospital  were  incomplete.  For 
example,  not  all  grant  applications  were  retained.  Grant  authority 
documents  were  not  always  located  in  the  grant  files.  Billings  for 
amounts  received  under  the  grants  were  not  always  retained  and  were  not 
always  supported  with  sufficient  documentation  to  determine  how  the 
billings  were  derived. 
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Without  this  necessary  documentation,  the  hospital  staff  managing 
the  activities  financed  by  the  grants  have  no  assurance  that  grant 
conditions  were  complied  with. 

RECOMMENDATION 

We  reoormend  that  the  hospital  maintain  adequate  records  for 
any  federal  grants  received  in  the  future. 

Crime  Commission  Grant 

In  March,  1974,  the  hospital  received  a  $5,848  grant  of  federal 
funds  from  the  State  Board  of  Crime  Control.   The  grant  funds  were  to  be 
used  to  purchase  a  video  monitoring  system  for  the  hospital's  maximum 
security  ward.   The  grant  required  a  10%  cash  matching  contribution  by 
the  hospital  and  stated  that  both  federal  and  matching  funds  were  to  be 
expended  prior  to  August  31,  1974. 

The  video  monitoring  equipment  was  ordered  in  June  of  1974,  and  the 
total  amount  of  the  order  was  $5,856.   Part  of  the  equipment  was  received 
and  paid  for  in  April  of  1975.   The  remaining  equipment,  consisting  of 
two  cameras  and  two  monitors,  was  valued  at  $917  and  had  not  been  received 
nor  paid  for  as  of  July,  1975. 

Under  the  grant's  10%  matching  requirement,  federal  funds  used  for 
the  equipment  purchased  could  not  exceed  $5,349.   The  amount  of  the 
original  federal  grant  was  based  on  the  anticipated  cost  of  the  equipment. 
However,  the  actual  purchase  price  was  less  than  the  estimated  cost. 
The  hospital  has  not  returned  any  of  the  federal  grant  funds.   When  the 
cameras  and  monitors  are  received  and  paid  for,  the  hospital  will  have 
expended  $499  of  federal  money  to  which  they  were  not  entitled  under  the 
grant  conditions. 
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The  financial  officer  for  the  Board  of  Crime  Control  advised  us 
that  an  obligation  of  the  federal  grant  funds,  via  a  purchase  order, 
vould  be  liberally  interpreted  to  meet  the  grant  condition  that  the 
funds  be  expended  prior  to  August  31,  197A.   However,  the  financial 
officer  also  told  us  that  federal  regulations  require  grant  funds  to  be 
finally  expended  within  90  days  of  obligation.   Therefore,  under  the 
terms  of  this  grant  the  hospital  was  required  to  disburse  the  funds  no 
later  than  November  30,  1974.   The  hospital  did  not  meet  this  requirement. 
The  financial  officer  stated  that  in  some  circumstances,  state  agencies 
were  allowed  to  request  extensions  of  the  expenditure  deadlines.   However, 
she  said  that  the  hospital  had  not  applied  for  such  an  extension. 

In  addition  to  the  problems  described  above,  some  of  the  equipment 
installed  by  the  vendor  was  not  the  same  brand  as  the  equipment  ordered 
and  paid  for.   The  hospital's  maintenance  supervisor  approved  the  invoice 
for  payment.   However,  he  said  he  was  not  present  when  the  equipment  was 
installed  and  did  not  personally  inspect  the  equipment.  He  said  a  hospital 
electrician  was  present  when  the  equipment  was  installed  and  selected  an 
alternate  television  monitor  because  it  would  be  easier  to  service.   The 
maintenance  supervisor  said  he  did  not  know  whether  the  equipment  installed 
was  of  the  same  quality  or  in  the  same  price  range  as  that  ordered.   At 
the  time  of  our  review,  three  of  five  television  monitors  installed  as 
part  of  the  monitoring  system  were  not  working. 

RECOMMENDATION 

(fe  recommend  that  the  hospital  return  excess  grant  funds  to   the 

Board  of  Crime  Control  and  request  permission  to  make  expenditure 

of  the  obligated  funds. 
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Public  Service  Careers  Grant 

In  March,  1973,  the  hospital  received  a  grant  of  federal  funds  to 
pay  the  costs  of  training  20  people  to  be  psychiatric  aids.   The  training 
course  was  to  run  for  28  weeks  and  would  be  conducted  during  fiscal 
years  1972-73  and  1973-74.   The  grant  authority  did  not  establish  the 
total  dollar  amount  of  the  grant,  the  starting  date  of  the  training,  the 
completion  date  of  the  training,  nor  the  payment  rate  for  training 
conducted.   The  grant  did,  however,  limit  the  payment  to  $1,600  per 
trainee. 

The  hospital  submitted  three  bills  for  this  training  project  to  the 
grant  administrator  in  the  Department  of  Administration.   Each  of  the 
bills  purported  to  be  based  on  the  number  of  training  hours  provided 
during  the  billing  period.   However,  the  first  two  bills  were  submitted 
for  substantially  more  hours  than  were  documented  on  the  weekly  attendance 
reports  for  the  training  class.   The  Department  of  Administration  would 
not  pay  the  full  amount  of  the  second  bill  and  requested  documentation 
of  the  number  of  training  hours  attended  by  trainees  in  the  project. 
The  hospital  prepared  and  submitted  such  documentation,  but  the  number 
of  training  hours  on  this  submission  was  still  greater  than  the  number  docu- 
mented on  the  weekly  attendance  records. 

The  Department  of  Administration  paid  the  revised  bill,  as  submitted 
by  the  hospital.   The  third  bill  submitted  by  the  hospital  was  for  the 
same  number  of  training  hours  as  documented  on  the  trainee  attendance 
reports. 

The  accounting  clerk  who  prepared  the  bills  is  no  longer  employed 
at  the  hospital  and  the  revenue  accounting  supervisor  said  he  did  not 
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know  how  the  bills  were  prepared.  The  files  did  not  include  any  docu- 
mentation of  the  basis  for  the  bills.  The  training  under  this  project 
was  concluded  in  August,  1973. 

The  hospital  should  have  requested  clarification  on  the  payment 
rate  for  this  grant  and  should  have  billed  the  Department  of  Adminis- 
tration in  accordance  with  an  agreed  upon  payment  rate. 

REC0Mt4EmATI0N 

We  Tecommend  that  the  hospital  prepare  any  future  billings 
for  grants  in  aompliance  with  grant  conditions. 

Mental  Hygiene  Account 

The  hospital  accounts  for  federal  grant  revenues  in  its  mental 
hygiene  account  in  the  Federal  and  Private  Revenue  Fund.   According  to 
the  MAM  the  mental  hygiene  account  is  to  be  used  to  support  the  mental 
hygiene  clinics. 

Federal  grant  revenue  received  by  the  hospital  during  fiscal  year 
1973-74  was  not  intended  for  and  was  not  used  for  the  state's  mental 
hygiene  clinics.   Federal  grant  funds  were  used  for  such  things  as  the 
education  of  handicapped  children,  training  programs  for  hospital  staff, 
and  the  administration  of  a  drug  treatment  program. 

The  state's  mental  hygiene  clinics  are  no  longer  administered  by 
the  hospital,  and  federal  grant  revenue  intended  for  other  programs 
should  not  be  accounted  for  in  the  mental  hygiene  account.   The  hospi- 
tal's accountant  said  the  description  for  use  of  this  account  has  been 
changed  to  include  accounting  for  all  federal  grants. 
EXPENDITURES 

During  fiscal  year  1973-74  the  hospital  reported  expenditures  of 
about  $1,473,000  for  various  goods,  services,  equipment,  and  capital 
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items.   These  expenditures  are  detailed  by  program  and  expense  object  on 
Exhibit  D,  page  97. 

The  hospital's  expenditures  should  be  made  in  accordance  with  the 
state's  fiscal  laws  and  regulations  and  should  be  made  as  economically 
as  possible.  Several  problems  in  the  administration  of  the  hospital's 
expenditures  are  discussed  below. 

Payment  for  Outside  Medical  Services 

The  hospital  frequently  sends  patients  to  hospitals  or  doctors  in 
Anaconda,  Butte,  or  other  locations  for  medical  treatment  that  is  not 
available  at  Warm  Springs.   When  the  hospital  receives  bills  for  outside 
medical  services,  the  accounting  staff  tries  to  find  someone  else,  such 
as  the  patient,  the  patient's  spouse,  the  Medicare  program,  or  the 
Medicaid  program,  to  pay  the  bill.   The  hospital's  efforts  have  not  been 
completely  effective,  however,  because  some  of  the  bills  were  not  paid 
by  Medicaid  or  Medicare  even  though  the  patients  involved  were  eligible 
for  assistance. 

About  one-third  of  the  hospital  patients  were  qualified  for  govern- 
ment paid  medical  treatment  under  the  Medicaid  program.   Outside  medical 
services  for  these  patients  will  generally  be  paid  by  the  Medicaid 
program  if  either  the  outside  hospital  or  doctor  or  Warm  Springs  will 
send  the  bill  to  Medicaid  representatives.   The  outside  hospitals  and 
doctors  sometimes  billed  Medicaid  directly,  but  they  sometimes  billed 
the  hospital.   When  the  hospital  received  bills  for  outside  medical 
services  they  were  sent  to  the  patient  accounts  clerk  who  determined 
whether  the  patients  had  funds  available  to  pay  for  the  medical  services 
received.   The  patient  accounts  clerk  had  coded  the  patient  account 
cards  to  show  whether  patients  were  eligible  for  Medicaid.   Therefore, 
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the  clerk  checked  for  Medicaid  eligibility  while  checking  to  determine 
whether  the  patient  could  afford  to  pay  the  bill. 

The  clerk's  information  as  to  whether  a  patient  is  eligible  for 
Medicaid  is  obtained  from  the  Department  of  Social  and  Rehabilitation 
Services  (SRS)  eligibility  technician  who  is  located  at  the  hospital. 
However,  the  patient  accounts  clerk  apparently  does  not  keep  current 
or  complete  information  regarding  Medicaid  eligibility.   Also,  the 
patient  accounts  clerk  would  not  have  Medicaid  eligibility  information 
for  all  patients  since  not  all  patients  had  a  personal  account .   As  a 
result  of  these  weaknesses,  the  hospital  paid  outside  medical  bills  for 
patients  who  were  eligible  for  Medicaid  assistance.   The  Medicaid  program 
would  have  paid  these  bills  if  they  had  been  submitted. 

The  hospital  should  request  the  SRS  eligibility  technician  to 
determine  Medicaid  eligibility  at  the  time  patients  are  sent  to  outside 
hospitals  or  doctors.   For  eligible  patients.  Warm  Springs  should  instruct 
the  outside  hospital  or  doctor  to  bill  the  Medicaid  program  for  services 
provided.  Warm  Springs  personnel  should  also  review  all  bills  received 
from  outside  hospitals  and  doctors  and  should  return  any  such  bills  for 
Medicaid-eligible  patients  with  instructions  for  the  hospital  or  doctor 
to  bill  Medicaid. 

Bills  for  outside  medical  services  were  paid  without  being  approved 
by  the  hospital's  medical  staff.   Therefore,  the  hospital  has  no  assur- 
ance that  medical  services  billed  to  the  hospital  were  actually  provided 
to  hospital  patients,  that  amounts  billed  were  reasonable,  or  that  the 
bill  will  not  be  paid  by  someone  else.   In  several  instances  the  hospi- 
tal received  refunds  from  doctors  or  clinics  for  overpayment  of  medical 
bills. 
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Refunds  received  by  the  hospital  were  recorded  as  revenue.   However, 
the  moneys  received  did  not  represent  revenue  but  rather  were  reductions 
of  expenditures  and  should  have  been  recorded  as  such.   The  present 
practice  results  in  overstatements  of  expenditures  and  revenues  in  the 
hospital's  financial  statements. 

To  preclude  overpayment  of  bills  for  outside  medical  services,  the 
hospital  medical  staff  should  advise  the  accounting  staff  of  outside 
medical  services  received  by  hospital  patients.   The  accounting  staff 
should  not  pay  bills  for  medical  services  until  the  bills  have  been 
reviewed  and  approved  by  the  medical  staff. 

Also,  in  some  cases  the  hospital  pays  more  than  the  Medicaid  recommended 
rate  for  outside  medical  services.   The  Montana  Medical  Association  has 
established  recommended  doctors'  fees  for  various  medical  services 
performed  by  doctors.   These  recommended  fees  are  published  in  a  book 
called  "The  Montana  Fee  Schedule."  When  Medicaid  pays  for  doctors' 
services,  it  generally  pays  the  amount  recommended  in  the  Montana  Fee 
Schedule.   The  Medicaid  program  specifies  that  the  amount  it  pays  for  a 
doctor's  service  is  to  totally  satisfy  the  patient's  obligation  for  the 
service. 

However,,  some  doctors  bill  for  more  than  the  amount  recommended  in 
the  Montana  Fee  Schedule.   In  such  cases  the  doctor  bills  Medicaid 
directly  for  the  amount  shown  in  the  Montana  Fee  Schedule  and  bills  the 
hospital  for  an  additional  amount.   The  hospital  does  not  review  doctors' 
bills  for  propriety  but  simply  pays  them  as  they  come  in.   As  a  result, 
the  hospital  pays  the  additional  billings  for  Medicaid  patients  even 
though  such  billings  are  contrary  to  Medicaid  regulations. 
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These  payments  are  an  unnecessary  expense  to  the  state  or  the 
patients.   The  hospital  should  review  all  doctors'  bills  and  should  not 
pay  the  additional  billings  for  Medicald-eligible  patients.   Such  billings 
should  be  returned  to  the  doctor  with  an  explanation  of  the  Medicaid 
regulations. 

The  hospital  should  implement  effective  review  procedures  for  all 
bills  for  outside  medical  treatment.   The  hospital's  review  should 
include  (1)  a  verification  that  the  medical  services  billed  for  were 
actually  received  by  the  patient,  (2)  an  effective  determination  of 
patients'  Medicaid  eligibility,  (3)  a  determination  of  the  propriety  of 
amounts  billed,  and  (4)  determination  that  the  bills  are  not  being  paid 
by  an  outside  party. 

RECOMMENDATION 

ye  recommend  that  the  hospital  implement  proaedures  to: 

1.  Verify  that  outside  medical  services  for  which  bills  are 
received  were  actually  provided  to  Warm  Springs  patients. 

2.  Effectively  determine  whether  patients  who  receive  outside 
medical  treatments  ojce  eligible  for  Medicaid  or  Medicare 
assistance . 

3.  Review  the  propriety  of  amounts  hilled  for  outside 
medical  services  and  limit  payments  for  Medicaid-eligihle 
patients  to  the  Medicaid  payment  schedule. 

4.  Account  for  any  refunds  received  as  negative  expendi- 
tures rather  than  revenues. 

Consulting  Doctors 

The  hospital  engages  five  doctors  as  consultants.   These  doctors 
periodically  travel  to  VJarm  Springs  for  consultation  with  patients 
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and/or  the  hospital  staff.   The  consulting  doctors  are  reimbursed  for 
their  travel  expenses  and  are  paid  for  their  services.   The  consulting 
services  are  paid  on  either  a  per-visit,  per-patient-seen,  or  per- 
service-performed  basis. 

Neither  the  travel  expense  rates  nor  the  consulting  service  rates 
are  based  on  published  fee  schedules,  and  the  hospital  has  not  estab- 
lished written  contracts  specifying  the  responsibilities  of  both  parties 
and  the  payment  rates.   Written  contracts  setting  forth  the  responsi- 
bilities of  the  hospital  and  the  consulting  doctors  and  establishing 
payment  rates  are  needed  to  prevent  misunderstandings  which  may  otherwise 
arise. 

In  1971  the  Department  of  Institutions  directed  all  of  the  state's 
institutions  to  establish  written  contracts  with  their  professional  con- 
sultants.  The  hospital  should  establish  written  contracts  with  its 
consultants,  doctors,  or  otherwise,  and  should  obtain  the  advice  of  the 
Department's  attorney  in  preparing  the  contracts. 

RECOm^EmATIOE 

We  recommend  that  the  hospital  establish  written  contracts  with 
its  professional  consultants. 

Dry  Cleaning 

The  hospital  engaged  a  cleaning  firm  in  Butte  to  provide  dry 
cleaning  services  for  patients'  clothing  and  hospital  drapes  which 
cannot  be  laundered  in  the  hospital  laundry.   The  cleaning  firm  also 
provided  housekeeping  mops  and  "walk  off  mats"  to  the  hospital. 

The  dry  cleaning  was  done  under  an  agreement  by  which  the  cleaning 
firm  was  to  provide  dry  cleaning  and  pressing  services  for  75  cents 
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per  pound.   The  agreement  listed  several  types  of  clothing  to  be  cleaned 
and,  in  one  clause,  stated  the  estimated  cleaning  load  to  be  1,000 
pounds  per  month.   However,  another  clause  in  the  agreement  stated 
estimated  cleaning  for  the  year  would  be  8,000  pounds.   Each  month 
during  fiscal  year  1973-74  the  cleaning  firm  submitted  an  invoice  for 
$750  (75  cents  per  pound  times  1,000  pounds).   The  cleaning  firm  billed 
additional  amounts  for  cleaning  hospital  drapes.   Mops  and  walk  off  mats 
were  also  billed  separately.   The  hospital  kept  no  records  of  the  amount 
of  cleaning  sent  to  the  cleaners  and  paid  all  the  invoices  with  no 
knowledge  of  the  amount  of  cleaning  actually  done.   The  hospital  paid 
the  cleaning  firm  $16,561  for  invoices  applicable  to  fiscal  year  1973- 
74.   The  payments  consisted  of  $10,083  for  cleaning  clothing  and  drapes 
and  $6,478  for  mops  and  walk  off  mats. 

The  arrangement  was  continued  in  fiscal  year  1974-75  with  the  same 
firm,  but  the  price  increased  to  85  cents  per  pound.   However,  in 
December,  1974  the  hospital  staff  questioned  the  $850  per  month  payments 
because  they  believed  that  less  than  1,000  pounds  of  clothes  was  being 
cleaned  each  month.   The  hospital's  fiscal  bureau  chief  said  the  hospi- 
tal requested  assistance  in  interpreting  the  agreement  with  the  cleaning 
firm  from  the  Department  of  Institutions'  deputy  director;  however,  the 
hospital  continued  to  pay  $850  monthly.   During  the  year  the  hospital 
came  to  an  understanding  with  the  cleaning  firm  whereby  the  hospital's 
drapes  would  be  included  in  the  1,000  pounds  per  month  base  and  would 
not  be  billed  separately.   The  hospital  encouraged  the  nursing  services 
staff  to  send  everything  that  needed  dry  cleaning  to  the  cleaners  and 
continued  the  $850  monthly  payments.   For  fiscal  year  1974-75  the  hospital 
paid  the  cleaners  $17,609;  $10,580  for  dry  cleaning  clothes  and  drapes 
and  $7,029  for  mops  and  walk  off  mats. 
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During  March,  1975,  the  hospital  began  weighing  the  items  sent  to 
the  cleaners.   An  average  of  186  pounds  per  month  of  clothing  and  403 
pounds  per  month  of  drapes  was  sent  to  the  cleaners  during  April,  May, 
and  June,  1975.   These  amounts  may  be  higher  than  the  usual  cleaning 
load  because  the  hospital  was  attempting  to  get  its  money's  worth  during 
this  period. 

The  hospital  has  no  records  documenting  the  amount  of  cleaning  sent 
to  the  cleaners  prior  to  March,  1975,  but  the  cleaning  done  subsequently 
would  indicate  that  the  hospital  grossly  overpaid  the  cleaning  firm. 

Bid  solicitations  for  the  hospital's  fiscal  year  1975-76  dry  clean- 
ing contract  were  revised  and  required  a  bid  price  for  each  type  of  item 
to  be  cleaned.   A  firm  from  Livingston  obtained  the  contract.   Under  the 
new  contract  the  hospital's  dry  cleaning  cost  $141  in  August,  1975,  and 
$104  in  September. 

A  similar  situation  existed  with  the  mops  used  by  the  hospital. 
The  Butte  cleaning  firm  billed  for  100  mops  per  week  during  most  of  fiscal 
year  1973-74  and  140  mops  per  week  during  most  of  fiscal  year  1974-75. 
As  with  the  dry  cleaning,  the  hospital  kept  no  record  of  mops  used  prior 
to  March,  1975.   In  March,  1975,  the  hospital  began  keeping  records  of 
mops  used  and  found  that  mop  usage  was  less  than  40  mops  per  week.   Mops 
used  under  the  fiscal  year  1975-76  dry  cleaning  contract  averaged  about 
20  mops  per  week  during  July,  August,  and  September,  1975.   The  hospital's 
executive  housekeeper  said  part  of  the  decrease  in  mop  usage  was  due  to 
improved  cleaning  procedures. 

The  cleaning  firm  picked  up  and  delivered  the  dry  cleaning  and  mops 
at  three  hospital  locations.   The  hospital  staff  at  these  locations  had 
no  records  of  the  items  sent  for  dry  cleaning  and  therefore  had  no  way 
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of  knowing  whether  the  cleaning  firm  returned  all  items  picked  up.   In- 
voices for  dry  cleaning  and  mop  services  rendered  were  sent  to  the 
hospital's  administrative  staff  and  were  approved  by  the  former  business 
services  director.   The  business  services  director  had  no  way  of  knowing 
how  much  cleaning  had  been  done  nor  how  many  mops  had  been  used,  and 
therefore  was  not  in  a  position  to  approve  the  payments. 

Thus,  it  is  possible  that  the  hospital  was  billed  for  and  approved 
payment  for  services  which  were  not  rendered.   Therefore,  pursuant  to 
Section  79-2310,  R.C.M.  1947,  we  have  notified  the  Governor  and  the 
Attorney  General  of  possible  penal  violations  related  to  the  hospital's 
dry  cleaning  contract. 

The  hospital  should  inventory  all  items  requiring  dry  cleaning 
before  sending  them  to  the  cleaners.   Items  returned  from  the  cleaners 
should  be  checked  against  the  inventory  to  assure  that  all  items  sent  to 
the  cleaners  are  returned.   The  invoices  from  the  cleaner  should  be 
checked  against  the  returned  dry  cleaning  to  assure  that  payment  is  made 
only  for  cleaning  actually  done.   The  invoices  should  be  checked  by  a 
person  with  knowledge  of  cleaning  sent  and  returned  rather  than  by 
someone  in  the  administrative  office. 

RECOMMENDATION 

We  recommend  that  the  hospital  inventory  all  items  sent  to  the 
dry  oleanerSy   check  returned  items  against  the  inventory, 
and  pay  only  for  cleaning  services  actually  received. 

Telephone  Credit  Cards 

During  fiscal  year  1973-74,  and  in  previous  years,  the  hospital  had 
two  telephone  credit  cards.   One  of  these  cards  was  held  by  the  hospital 
superintendent  and  one  was  given  to  the  hospital's  retained  attorney. 
The  cards  were  cancelled  in  August,  1974  and  have  not  been  renewed.   The 
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costs  of  long  distance  telephone  calls  charged  to  these  credit  cards  are 

shown  below: 

Year  Number  of  Calls  Cost  of  Calls 

1974(1)  230  $   353.04 

1973  2,057  1,855.80 

1972  3,007  3,582.19 

1971  1,709  2,164.36 

1970  774  1,047.80 

7.777  $9,003.19 

(1)  January  1  -  August  6 

Many  of  the  calls  charged  to  these  credit  cards  were  made  for  personal 

reasons  or  for  business  not  related  to  the  operations  of  Warm  Springs 

State  Hospital.   When  we  interviewed  the  hospital's  former  attorney 

regarding  the  use  of  the  telephone  credit  cards,  he  stated  that  it  was 

his  understanding  that  his  compensation  included  usage  of  the  credit 

cards. 

Charging  such  calls  to  the  hospital's  credit  cards  may  constitute  a 
violation  of  the  state's  penal  codes.   We  have  notified  the  Governor  and 
the  Attorney  General  of  this  matter  pursuant  to  Section  79-2310,  R.C.M. 
1947. 

Travel  Expenses 

During  fiscal  year  1972-73  the  hospital  reported  travel  expenses  of 
$32,000.   To  finance  travel  costs,  the  hospital  often  made  travel  advances 
to  employees  from  the  contingent  revolving  account  or  the  petty  cash 
fund.   The  advances  were  recorded  as  travel  expense  when  made,  and 
employees  were  not  always  required  to  file  travel  vouchers  documenting 
the  amount  of  their  expense.   Consequently,  the  hospital  has  no  way  of 
knowing  whether  the  advances  exceeded  expenses. 

Advances  from  the  contingent  revolving  account  were  made  by  an 
accountant  who  recorded  the  disbursements  as  travel  expenses.   When 
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travel  advances  were  made  the  accountant  notified  the  clerk  who  pro- 
cesses travel  claims.   But  the  clerk  did  not  record  the  advances  for 
future  reconciliation  with  the  travel  claims.   The  clerk  said  that  she 
remembers  all  advances  made. 

If  the  actual  travel  expenses  were  less  than  the  advance,  the 
employee  was  to  refund  the  excess  to  the  hospital.   Any  refunds  received 
were  recorded  as  hospital  revenue.   Since  there  was  no  record  of  advances 
made  and  some  travel  payments  were  made  without  supporting  travel 
vouchers,  it  was  not  practical  for  us  to  determine  the  amount  of  the 
overstatement  of  revenue  and  travel  expense  caused  by  these  procedures. 

Chapter  1-1020.40  of  the  Montana  Administrative  Manual  (MAM)  re- 
quires that  employee  travel  advances  be  made  by  state  warrant  or  from  a 
contingent  revolving  account.   Chapter  1-1050.10  requires  that  the  state 
warrant  advances  be  recorded  as  accounts  receivable. 

The  hospital  should  record  employee  travel  advances  as  required  by 
the  MAM  and  should  record  travel  advance  refunds  as  reductions  of  the 
advance  rather  than  revenue. 

Chapter  1-1030.00,  MAM,  requires  all  payments  for  employee  travel 
expenses  to  be  supported  by  travel  vouchers.   As  mentioned  above,  the 
hospital  does  not  require  such  vouchers  for  all  travel  expense  payments. 
The  vouchers  that  are  submitted  are  usually  prepared  by  the  travel  clerk 
on  voucher  forms  signed  in  blank  by  the  employee  who  traveled.   The 
clerk  prepares  the  voucher  based  on  a  memo  from  the  employee  and  forwards 
it  to  the  accountant  for  review  and  approval. 

The  hospital  should  require  travel  vouchers  to  be  submitted  for  all 
travel  expense  payments.   Employees  should  complete  their  own  travel 
vouchers.   Vouchers  need  not  be  typed  if  legibly  prepared. 
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RECOh-n-ENDATION 

We  vecormiend  that  the  hospital: 

1.  Record  travel  advances  as  accounts  receivable  and  account 
for  all  advances  each  month. 

2.  Record  refunds  of  travel  advances  as  reductions  of  the 
advances  rather  than  as  revenue. 

S.        Require  employees  to  sign  travel  vouchers  after  they  have 
been  prepared. 

Oxygen  and  Acetylene 

The  hospital  purchases,  stores,  and  uses  oxygen  and  acetylene. 
Oxygen  is  used  for  patient  care  in  the  hospital.   Oxygen  and  acetylene 
are  used  by  the  maintenance  shops  for  welding.   The  gases  are  delivered 
to  the  hospital  in  a  compressed  state  in  metal  cylinders  and  are  stored 
in  a  locked  shed  attached  to  a  building  that  houses  about  60  patients. 
Oxygen  and  acetylene  create  a  potential  fire  hazard.   The  state  fire 
marshal  requires  these  gases  to  be  stored  in  separate  locations  or  in  an 
unoccupied,  vented  structure  away  from  any  occupied  building. 

There  is  very  little  control  over  the  use  of  the  gases.   The  various 
shops,  the  warehouse,  and  the  oxygen  and  acetylene  dealer  have  keys  to 
the  gas  storage  shed.   The  maintenance  staff  take  gas  cylinders  as  they 
need  them.   They  are  to  leave  the  empty  cylinders  in  the  shed.   Periodi- 
cally the  vendor  delivers  filled  cylinders  to  the  storage  shed,  removes 
the  empty  cylinders,  and  sends  the  hospital  a  bill.   None  of  the  hospital 
staff  observe  the  gas  deliveries. 

The  hospital  staff  does  not  keep  any  record  of  cylinders  taken  from 
the  storage  shed  nor  of  gases  used.   Therefore,  the  hospital  has  no 
assurance  that  the  gases  are  used  only  for  hospital  needs.   The  hospital 


-55- 


also  has  no  way  of  knowing  how  much  gas  has  actually  been  used  and 
therefore  has  no  way  of  knowing  whether  bills  submitted  by  the  vendor 
are  reasonable. 

The  hospital  should  store  its  oxygen  and  acetylene  away  from  occupied 
buildings  and  should  establish  control  over  the  gases  by  limiting  access 
to  the  storage  building  and  by  keeping  records  of  gas  usage.   The  vendor 
should  not  have  a  key  to  the  gas  storage  shed.   A  warehouse  employee 
should  receive  all  gas  deliveries  and  prepare  a  receiving  report  for  the 
amount  of  gas  actually  received.   The  receiving  report  should  be  sent  to 
the  accounting  department  and  compared  with  the  vendor's  invoice  before 
the  invoice  is  paid. 

RECOMMENDATION 

We  reaormend  that  the  hospital: 

1.  Store  its  oxygen  and  aaetylene  in  accordance  with  safety 
requirements  of  the  state  fire  marshal. 

2.  Establish  acaoimtability  and  control  over  the  gases. 

Auto  Mechanic  Training 

The  hospital  conducts  several  vocational  education  classes  for 
patients  who  appear  capable  of  benefiting  from  the  education.   One  such 
class  is  an  auto  mechanics  course. 

The  auto  mechanics  course  is  conducted  in  a  shop  adjacent  to  the 
garage  used  to  maintain  the  hospital's  automotive  fleet.   During  fiscal 
year  1974-75,  30  patients  participated  in  the  auto  mechanics  course. 
The  cost  of  the  course  in  fiscal  year  1974-75  was  approximately  $12,300. 
Most  of  the  cost,  approximately  $9,900,  was  for  the  instructor's  salary. 

At  the  time  of  our  review,  about  one-half  of  the  shop  space  avail- 
able for  the  course  was  being  used  for  the  restoration  of  a  1929  Model  A 

-56- 


Ford  truck  owned  by  the  auto  mechanics  instructor.   The  vehicle  was 
completely  disassembled  and  is  being  rebuilt  part  by  part.   Each  part  is 
being  repaired  or  replaced  as  necessary  before  being  reassembled.   Much 
of  the  work  is  done  by  the  instructor. 

The  instructor  also  has  a  race  car  which  he  frequently  works  on  in 
the  shop.   In  addition  to  the  instructor's  restoration  and  race  car 
projects,  hospital  employees  may  take  their  cars  to  the  auto  mechanics 
course  shop  for  maintenance  or  repairs.   The  employees  are  to  provide  or 
pay  for  any  parts  used  on  their  cars. 

The  hospital  has  a  fleet  of  more  than  40  vehicles.   These  vehicles 
would  seem  to  provide  an  opportunity  for  effective  training. 

The  hospital  should  require  the  auto  mechanics  course  instructor  to 
remove  his  personal  projects  from  the  shop  and  should  consider  the  use 
of  the  hospital's  vehicles  in  providing  actual  work  situation  experience 
for  the  patients. 

RECOMMENDATION 

We  recommend  that  the  hospital  consider  the  use  of  hospital  vehicles 
for  providing  the  patients  '   training  and  require   the  auto  mechanics 
instructor  to  remove  his  personal  projects  from  the  shop. 

Capital  Expenditures 

Section  82-3317,  R.C.M.  1947,  states  that  the  Department  of  Adminis- 
tration shall  supervise  and  approve  the  expenditure  of  all  moneys  for 
state  construction  projects  costing  more  than  $10,000.   Management  Memo 
70-10  requires  state  agencies  with  approved  construction  projects  to 
transfer  funds  appropriated  for  construction  to  the  Department  of  Adminis- 
tration's Architect  and  Engineering  Bureau  (A  &  E) .   A  &  E  is  then 
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responsible  for  administering  the  construction  project  and  disbursing 
the  construction  funds.   State  agencies  are  to  record  construction  funds 
as  expenses  at  the  time  the  funds  are  transferred  to  A  &  E.   But  they 
are  to  reverse  the  entry  at  year-end  for  the  unexpended  funds  held  by 
A  &  E. 

In  April,  1973,  the  hospital  transferred  $269,000  to  A  &  E  for  the 
construction  of  a  dormitory  and  the  renovation  of  office  space  in  an 
existing  building.   The  hospital  recorded  the  entire  $269,000  as  an 
expense  in  fiscal  year  1972-73,  but  the  construction  and  renovation  have 
not  yet  been  completed.   By  June  30,  1973,  none  of  the  $269,000  had  been 
spent  by  A  &  E,  and  by  June  30,  1974,  $18,n22  had  been  spent. 

The  hospital  did  not  reverse  its  accounting  entry  for  the  $269,000 
unspent  at  June  30,  1973.   Consequently,  the  hospital's  fiscal  year 
1972-73  financial  statements  overstated  expenditures  by  $269,000.   The 
fiscal  year  1973-74  financial  statements  understated  expenses  by  $18,022. 

The  purposes  of  the  construction  fund  procedures  are  to  place  con- 
struction expenditure  control  with  A  &  E  and  to  record  construction 
costs  as  agency  expenses  in  the  year  the  expenditures  are  made  by  A  &  E. 
The  hospital  should  comply  with  these  procedures  so  that  its  financial 
statements  will  accurately  report  construction  expenditures. 

EECOMMEmATION 

We  reaommend  that  the  hospital  record  and  report  construction 
expenditures  in  accordance  with  the  Department  of  Adminis- 
tration's regulations  regarding  such  expenditures. 

CANTEEN  AND  CAFE 

The  hospital  operates  a  patient  canteen  and  a  cafe.   The  canteen 
sells  candy,  gum,  tobacco,  personal  care  items,  and  includes  a  soda 
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fountain  which  is  intended  primarily  for  patients'  use.   The  cafe  serves 
the  public  as  well  as  patients.   The  canteen  and  cafe  are  accounted  for 
in  a  revolving  account  and  therefore  should  be  operated  on  a  break-even 
basis.   All  canteen  and  cafe  revenues  are  to  be  deposited  in  the  revolv- 
ing account  and  all  expenditures  are  to  be  made  from  the  account. 

The  hospital's  statement  of  changes  in  fund  balance  (see  page  98) 
indicates  that  canteen  and  cafe  revenues  approximated  expenses,  as  both 
were  reported  to  be  about  $188,000.   However,  internal  control  over 
revenue  was  so  weak  that  revenues  cannot  be  verified.   Also,  accounting 
practices  for  expenses  were  not  adequate  to  provide  assurance  that 
expenses  of  the  canteen  and  cafe  were  charged  to  these  operations. 
Actually,  the  canteen  and  cafe  could  have  operated  on  a  break-even 
basis,  the  state  could  have  subsidized  them,  or  the  canteen  and  the  cafe 
could  have  subsidized  the  hospital's  operations. 

Canteen  and  cafe  sales  receipts  are  placed  in  cash  registers. 
Daily,  the  canteen  and  cafe  staff  total  the  cash  registers,  count  the 
money  in  the  registers,  and  deliver  the  cash  and  cash  register  tapes  to 
a  third  party  for  safekeeping.   Subsequently  an  accounting  department 
staff  member  picks  up  the  money  and  cash  register  tapes,  counts  the 
money,  and  compares  the  total  with  the  tape  total.   At  a  later  date  the 
accounting  department  staff  deposits  the  money  in  the  state  treasury. 
Adequate  internal  control  procedures  require  that  someone  other 
than  the  canteen  and  cafe  cashiers  total  the  cash  registers  and  take 
control  of  the  tapes.   The  cash  should  be  delivered  to  a  centralized 
cashier  in  the  hospital's  accounting  department.   The  central  cashier 
should  reconcile  the  cash  received  with  the  cash  register  tape  totals. 
Due  to  the  internal  control  weaknesses,  we  could  not  determine  whether 
the  financial  statements  fairly  presented  canteen  and  cafe  revenues. 
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It  also  was  not  possible  to  determine  the  costs  of  operating  the 
canteen  and  cafe.   The  canteen  and  cafe  are  managed  by  the  food  service 
supervisor  who  also  manages  the  hospital's  food  services  program.   When 
the  hospital  kitchen  is  short-handed,  the  food  services  supervisor  may 
require  some  of  the  canteen  or  cafe  staff  to  help  in  the  kitchen.   When 
the  canteen  or  cafe  is  short-handed,  some  of  the  kitchen  employees  help 
in  the  canteen  or  cafe.   The  employees'  salary  costs  are  charged  to 
their  normal  work  location  regardless  of  where  they  work  on  any  given 
day.   The  food  services  supervisor  said  he  believed  the  staff  trade-offs 
between  the  canteen-cafe  and  the  kitchen  evened  out  over  a  year's  time. 
Because  the  canteen, ' cafe,  and  kitchen  employees'  salaries  are  charged 
to  their  normal  rather  than  actual  work  locations,  it  is  not  possible  to 
determine  the  personal  services  expenses  that  were  actually  incurred  at 
the  canteen  and  cafe. 

Costs  of  certain  foods,  such  as  eggs  and  fresh  vegetables,  were 
distributed  to  the  canteen-cafe  and  the  kitchen  based  on  usage  records 
kept  by  the  commissary  chief.   However,  the  costs  of  other  foods,  such 
as  canned  goods,  are  allocated  to  the  canteen-cafe  or  the  kitchen  based 
on  the  amounts  the  commissary  chief  thinks  should  be  allocated  to  each 
operation.   There  are  no  records  on  which  to  base  such  allocations. 

Also,  on  occasion,  prepared  foods  are  taken  from  the  kitchen  to  the 
canteen  or  cafe.   Costs  associated  with  these  foods  are  not  immediately 
transferred  to  the  canteen  or  cafe,  but  at  year-end  any  surplus  money 
in  the  canteen-cafe  revolving  fund  is  transferred  to  another  hospital 
fund  to  cover  the  costs  of  all  such  food  transfers  made  during  the  year. 

There  are  no  records  of  food  transferred  from  the  kitchen  to  the 
canteen-cafe  during  the  year,  and  there  is  no  documentation  supporting 
the  amount  of  money  transferred  from  the  revolving  account.   Due  to  the 
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above  mentioned  accounting  practices,  it  is  not  possible  to  determine 
the  cost  of  food  and  supplies  used  by  the  canteen  and  cafe. 

To  safeguard  state  assets  and  to  assure  that  the  canteen  and  cafe 
are  operating  on  a  break-even  basis,  the  hospital  should  improve  Internal 
control  over  canteen  and  cafe  receipts  and  should  account  for  personal 
services  and  supplies  on  an  actual  use  basis.   Accounting  records  will 
then  show  the  true  costs  of  operation  and  resultant  revenues.   If  neces- 
sary, canteen  and  cafe  prices  should  be  adjusted  to  keep  the  operations 
on  a  break-even  basis. 

RECOMMENDATION 

We  recommend  that  the  hospital  improve  internal  control  over 
cash  receipts  from  the  canteen  and  cafe  and  account  for 
personal  services  and  supplies  on  an  actual  use  basis. 

SUPPLIES  AND  FIXED  ASSETS 

The  hospital  buys,  warehouses,  and  uses  large  quantities  of  supplies, 
owns  a  great  deal  of  equipment,  and  operates  and  maintains  an  extensive 
physical  plant.   Supplies  and  fixed  assets  on  hand  as  of  June  30,  1974 
were  worth  several  million  dollars,  but  as  mentioned  on  page  1,  the 
hospital  did  not  include  these  items  on  its  June  30,  1974  balance  sheet. 
Problems  relating  to  supplies  and  fixed  assets  are  discussed  below. 
Records  and  Control 

The  hospital  has  procedures  for  recording  supply  and  fixed  asset 
acquisitions  and  dispositions.   The  hospital  also  keeps  perpetual  inven- 
tory records  on  an  item  basis  for  supply  and  fixed  asset  items.   Beyond 
these  initial  records,  however,  records  of  and  controls  over  supplies 
and  fixed  assets  are  inadequate  or  non-existent  in  several  critical 


areas . 
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The  hospital  does  not  prepare  summary  records  of  fixed  assets. 
Such  records  should  be  prepared  and  maintained  by  the  hospital's  account- 
ing staff.   Summary  records  provide  management  with  information  as  to 
the  nature  and  value  of  assets  on  hand  and  provide  a  basis  for  estab- 
lishing accounting  control  over  the  assets. 

The  Department  of  Administration's  Management  Memo  70-17  requires 
state  agencies  to  take  annual  physical  inventories.   The  hospital's  most 
recent  item  by  item  inventory  list  was  prepared  in  1967.   The  hospital's 
present  staff  did  not  know  whether  it  was  the  result  of  a  physical 
inventory  or  whether  it  was  prepared  from  acquisition  and  disposition 
records.   The  1967  inventory  list  was  updated  annually  through  1972  by 
listing  acquisitions  and  dispositions  for  each  year.   No  inventory 
summaries,  either  physical  or  prepared  from  the  records,  have  been 
completed  since  1972. 

Periodic  physical  inventories  are  necessary  to  verify  that  the 
hospital  still  has  possession  of  its  property  and  that  the  property  is 
being  used  for  hospital  purposes.   The  perpetual  inventory  records 
should  be  updated  and  reconciled  against  the  physical  inventories. 

The  hospital  does  not  place  identification  markers  on  property. 
Hospital  property  should  be  identified  to  permit  positive  identification 
during  physical  inventories. 
Unneeded  Equipment 

Over  the  years  the  hospital  has  accumulated  a  significant  amount  of 
equipment.  Some  of  this  equipment  apparently  is  no  longer  needed  and  is 
stored  in  barns  on  the  hospital  grounds. 

Several  hundred  beds  are  stored  in  one  barn.  According  to  the  1972 
inventory  update,  372  beds,  including  197  hospital  type  beds,  are  stored 
in  the  barn.   (The  hospital  staff  said  the  beds  were  acquired  because 
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they  were  free.)   Also  stored  in  the  barn  are  four  unopened  crates  of 
china  and  an  automatic  X-ray  photo  developing  machine. 

The  warehouse  foreman  said  the  hospital  type  beds  and  the  china 
apparently  had  been  acquired  several  years  ago  and  had  never  been  used 
by  the  hospital. 

The  automatic  X-ray  photo  developing  machine  has  never  been  used  by 
the  hospital,  and  the  radiologist  said  it  is  not  needed.   The  food 
service  supervisor  was  unaware  of  the  four  crates  of  china  but  said  he 
thought  they  could  be  used. 

During  our  review  the  hospital  found  78  pairs  of  women's  shoes  in 
sizes  4,  4^2,  and  5,  that  had  been  purchased  in  the  1920 's.   The  shoes 
were  no  longer  of  any  use.   Also  found  were  several  boxes  of  children's 
clothing  left  over  from  the  days  when  the  hospital  had  a  children's 
ward.   The  children's  ward  was  discontinued  several  years  ago  and  the 
children  were  relocated  in  other  institutions.   If  the  hospital  had  had 
effective  property  management  procedures,  these  items  would  have  been 
used  or  appropriately  disposed  of  while  they  were  still  of  some  value. 

Until  about  1962  the  hospital  operated  its  own  farms.   Several 
farming  items,  such  as  milk  bottles  and  milk  cans,  remain  at  the  hospital 
and  are  stored  in  and  around  some  of  the  barns. 

The  hospital  should  determine  whether  it  has  a  foreseeable  need  for 
equipment  no  longer  in  use  and  should  dispose  of  unneeded  equipment. 

All  property  dispositions  should  be  in  accordance  with  section  82- 
1914,  R.C.M.  1947,  which  places  property  disposition  authority  with  the 
Department  of  Administration.   In  addition,  the  hospital  should  notify 
the  State  Historical  Society  if  any  items  to  be  disposed  of  may  be  of 
historical  interest. 
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RECOMMENDATION 

We  reoorrmend  that  the  hospital: 

1.  Establish  controls  over  supplies  and  fixed  assets. 

2.  Determine  the  need  for  equipment  on  hand  and  dispose  of 
items  for  which  there  is  no  foreseeable  need  in  accordance 
with  the  property  disposition  requirements  of  Section  82- 
1914,    R.C.M.    1947. 

DONATIONS 

Each  year  the  hospital  receives  numerous  donations.   General  dona- 
tions were  transferred  to  a  foundation  as  discussed  on  page  65,  but 
donations  designated  for  patients'  Christmas  activities  were  retained 
and  placed  in  a  Christmas  fund. 

The  Christmas  fund  is  managed  by  the  hospital's  activities  therapy 
director.  Money  received  is  kept  in  the  hospital's  vault  and  is  used 
for  a  Christmas  party  for  the  patients.   Donations  designated  for  Christ- 
mas use  and  the  related  expenditures  are  not  recorded  in  the  SBAS. 
Consequently,  the  hospital's  financial  statements  do  not  reflect  Christ- 
mas fund  transactions.   The  only  records  of  Christmas  fund  activity  are 
kept  by  the  activities  therapy  director,  who  is  also  the  fund  custodian. 
According  to  the  director's  records,  $751  in  Christmas  donations  was 
received  in  fiscal  year  1973-74,  and  $751  was  spent  during  the  year. 
According  to  the  records,  there  was  no  balance  In  the  fund  as  of  June 
30,  1974. 

The  state's  treasury  fund  structure  Includes  an  agency  fund  which 
state  agencies  may  use  to  record  financial  transactions  related  to  money 
being  held  and  administered  for  other  parties.   The  hospital  should 
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record  the  receipt  of  donations  in  the  same  manner  as  other  cash  receipts 
are  recorded  and  should  deposit  such  receipts  in  an  appropriate  agency 
fund  account.   Disbursements  from  the  fund  should  be  made  by  state 
warrant.   Such  procedures  would  result  in  SBAS's  recording  Christmas 
fund  transactions  and  including  the  fund's  transactions  in  the  hospital's 
financial  statements. 

RECOMMEmATIOm 

We  veoorrmend  that  the  hospital  establish  an  agency  fiend  account 

in  the  SBAS  for  donations  and  record  all  related  transactions 

in  this  aocoicnt. 

FOUNDATION 

The  Warm  Springs  State  Hospital  Foundation  was  established  in  1972 
as  a  non-profit  Montana  corporation.   The  foundation  is  not  a  part  of 
the  hospital  nor  of  state  government.   Its  articles  of  incorporation 
state  that  it  was  formed  to  promote  charitable  and  scientific  activities 
at  Warm  Springs  State  Hospital.   The  foundation  is  governed  by  a  five- 
member  board  of  directors.   The  former  hospital  superintendent  is  presi- 
dent of  the  board,  and  the  other  four  members  are  professional  people 
from  Anaconda.   At  the  time  of  our  audit,  none  of  the  board  members  were 
hospital  employees  as  is  required  by  the  foundation's  by-laws. 

The  foundation  has  been  semi-active  since  its  formation.   Gifts  to 
the  hospital  have  been  accepted  by  the  foundation  but  essentially  no 
expenditures  have  been  made.   According  to  the  minutes  of  one  board 
meeting,  some  project  proposals  were  made  but  no  action  was  taken.   The 
board  did  not  hold  meetings  during  1974  and  as  of  August  5,  1975,  had 
held  no  meeting  during  1975.   At  June  30,  1975,  the  foundation's  records 
showed  that  total  foundation  assets  amounted  to  over  $20,000. 
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From  time  to  time  the  hospital  receives  gifts  to  be  used  for  the 
patients'  benefit.   At  one  time  these  gifts  were  deposited  in  the  state 
treasury,  recorded  by  the  hospital,  and  used  to  buy  various  items  to 
meet  patients'  needs.   At  some  time  in  the  past  the  hospital  concluded 
that  these  funds  could  not  be  kept  in  the  state  treasury  and  the  money 
was  deposited  in  a  non-treasury  bank  account  in  Anaconda.   In  1972  a 
$10,000  gift  became  available  to  the  hospital  provided  the  gift  could  be 
recognized  as  a  charitable  contribution  for  tax  purposes.   The  Warm 
Springs  Foundation  may  have  been  formed  due  to  a  misconception  that  a 
Foundation  was  the  only  way  to  meet  this  tax  deductible  requirement. 
The  gift  would  have  been  tax  deductible  if  it  had  been  given  directly  to 
the  hospital.   In  addition  to  this  gift  of  $10,000  from  a  private  donor, 
the  hospital  in  May,  1972,  gave  the  foundation  $7,200  from  the  money 
accumulated  in  the  previously  established  local  bank  account. 

Since  the  creation  of  the  foundation,  many  donations  received  by 
the  hospital  have  been  transferred  to  the  foundation.  With  the  exception 
of  annual  Christmas  donations  (see  page  64) ,  all  monetary  donations  to 
the  hospital  have  been  transferred  to  the  foundation.   The  transfer  is 
accomplished  by  depositing  checks  made  payable  to  the  hospital  in  the 
foundation's  bank  account. 

Generally,  donations  received  by  the  hospital  are  to  be  used  for 
the  good  of  the  patients.   The  foundation  is  a  separate  corporate  entity, 
not  a  state  agency,  and  the  hospital  loses  control  over  money  given  to 
the  foimdation.   There  is  no  assurance  that  the  foundation  will  use  the 
money  for  patients'  benefits  as  intended  by  the  original  donors.   Addi- 
tionally, there  is  no  assurance  that  patients'  benefits  financed  by  the 
foundation  will  be  compatible  with  the  psychiatric  treatment  needed  by 
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the  patients.   In  practice,  the  foundation  has  not  provided  significant 
benefits  to  patients.  The  only  expenditures  made  by  the  foundation 
through  July  31,  1975,  were  $11.54  for  toys  for  the  children's  ward,  two 
$5.00  expenditures  for  filing  annual  reports  with  the  Secretary  of 
State,  and  a  $337  withdrawal  that  was  given  to  the  former  hospital 
superintendent  for  unspecified  educational  projects.   The  former  super- 
intendent later  returned  $300  to  the  foundation. 

The  receipt  of  donations  by  the  hospital  and  the  deposit  in  the 
foundation  are  not  recorded  by  the  hospital.   Therefore,  the  hospital's 
operations  are  not  accurately  reported  in  its  financial  statements. 

The  hospital  has  no  authority  to  give  money  to  the  foundation  nor 
to  allow  donations  to  the  hospital  to  be  deposited  in  the  foundation's 
bank  account.   The  practice  places  donations  to  the  hospital  outside  of 
state  control  where  there  is  no  assurance  that  funds  will  be  used  as 
intended  by  the  donor.   The  hospital  should  meet  its  responsibility  to 
administer  donations  by  depositing  the  money  in  a  state  treasury  account 
in  the  Agency  Fund,  using  the  money  in  accordance  with  donors'  inten- 
tions, and  recording  and  reporting  all  transactions. 

RECOMMENDATION 

We  recormend  that  the  hospital: 

1.  Deposit  all  donations  received  in  an  appropriate  state 
treasury  acaoimt. 

2.  Seek  recovery  of  hospital  money  previously  given  to  the 
foundation. 

Z,        Record  in  the  SBAS  the  receipt  and  subsequent  expenditure 
of  all  donations. 
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PATIENTS'  ACCOUNTS 

The  hospital  acts  as  custodian  for  patients'  money  and  valuables. 
During  fiscal  year  1973-74  the  hospital  received  and  disbursed  more  than 
$500,000  on  behalf  of  patients.   As  of  June  30,  1974,  the  hospital  held 
$182,570  for  patients. 

Weaknesses  in  the  hospital's  management  of  and  accounting  for 
patients'  funds  are  discussed  below. 
Deposit  in  the  State  Treasury 

At  the  time  of  our  review,  patients'  moneys  were  deposited  in  118 
accounts  in  an  Anaconda  bank.   These  accounts  were:   a  general  checking 
account  and  a  general  savings  account  which  consisted  of  commingled 
moneys  of  many  patients,  and  116  individual  patients'  savings  accounts. 
In  addition,  the  hospital  maintained  a  cash  receipts  fund  for  patients' 
moneys  which  had  not  been  deposited  in  one  of  the  above  mentioned  accounts 
and  a  cash  disbursements  fund  for  disbursing  patients'  moneys.   Account- 
ing records  for  all  of  these  accounts  were  maintained  manually  by  the 
patient  accounts  staff. 

None  of  the  accounts  used  for  patients'  moneys  were  reported  in  the 
SBAS.   Consequently,  the  hospital's  financial  activity  relating  to 
patients'  accounts,  other  assets  held  for  patients,  and  the  hospital's 
related  liability  are  not  reported  in  the  hospital's  financial  statements. 

Section  79-410(9),  R.C.M.  1947,  established  within  the  state  trea- 
sury fund  structure  an  Agency  Fund  which  is  to  be  used  to  account  for 
moneys  held  and  disbursed  by  the  state  as  custodian.   The  SBAS  includes 
an  agency  fund  which  state  agencies  may  use  to  record  Agency  Fund  trans- 
actions. 
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Prior  to  1970,  patients'  moneys  were  deposited  with  the  state  trea- 
surer and  a  contingent  revolving  account  was  used  to  make  all  payments 
from  patients'  funds.   In  1970  the  patients'  moneys  were  transferred  to 
a  non-treasury  bank  account  in  Anaconda  so  that  funds  exceeding  current 
needs  could  be  invested  to  earn  interest  for  the  patients. 

Since  1970  the  state  has  created  the  Board  of  Investments  and  has 
developed  a  centralized  investment  program.   There  is  no  longer  any 
reason  to  maintain  patients'  moneys  outside  of  the  treasury  system. 

The  hospital  should  establish  an  agency  fund  account  in  SBAS  and 
should  deposit  all  existing  patients'  moneys  and  future  receipts  in  the 
account.   A  contingent  revolving  account  and  a  petty  cash  fund  could  be 
established  from  the  agency  fund  account  for  use  in  disbursing  patients' 
moneys. 

Another  reason  sometimes  cited  by  the  hospital  for  not  depositing 
patients'  funds  with  the  state  treasurer  was  that  the  SBAS  could  not 
provide  up-to-date  information  as  to  individual  patient's  balances. 
However,  if  the  money  were  deposited  with  the  state  treasurer,  the 
hospital  could  continue  to  keep  manually  prepared  records  of  individual 
account  balances  as  is  now  done. 

Alternatively,  the  hospital  could  develop  a  program  to  automate  the 
recordkeeping  system  using  its  newly  acquired  computer  terminal.   The 
hospital  should  seriously  consider  this  alternative  since  the  patient 
accounts  staff  estimated  that  the  number  of  patient  account  transactions 
exceeds  4,000  each  month. 

The  State  of  Oregon's  Mental  Health  Division  has  established  a 
fully  automated  system  for  accounting  for  patients'  moneys.   The  system 
provides  for  deposit  of  patient  moneys  in  the  state  treasury  system  and 
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has  the  capability  to  allocate  interest  earnings  to  individual  patient's 
accounts.   In  addition,  the  system  produces  daily  listings  of  individual 
account  balances,  detailed  listings  of  all  transactions,  monthly  trial 
balances,  and  monthly  statements  for  each  patient's  account.   The  adminis- 
trative services  operations  chief  for  Oregon's  Mental  Health  Division 
informed  us  that  the  system  works  well  and  that  they  are  very  pleased 
with  it.   The  hospital  should  consider  a  system  such  as  Oregon's.   The 
operations  chief  said  that  he  believed  Oregon  would  sell  its  program  to 
the  hospital  if  the  hospital  could  use  it. 

Section  79-410(9)  provides  within  the  treasury  system  an  Agency 
Fund  for  moneys  held  and  disbursed  by  the  state  as  an  agent  or  custodian. 
The  hospital  should  deposit  all  patients'  moneys  in  the  state  treasury 
system.   Such  action  would  automatically  place  patients'  accounts  on  the 
SBAS,  thereby  improving  accountability  and  resulting  in  the  inclusion  of 
patients'  accounts  in  the  hospital  financial  reports.   The  hospital 
computer  term.inal  could  facilitate  this  change  and  negate  previous 
problems  with  use  of  the  treasury  system. 

BECOMMENDATION 

We  recommend  that  the  hospital: 

1.  Request  the  Department  of  Administration  to  establish  an 
Agency  Fund  account  for  the  deposit  of  moneys  belonging 
to  hospital  patients. 

2.  Deposit  all  patient  moneys  into  this  state   treasury 
account  established  within  the  Agency  Fund. 
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Accounting  Practices 

In  1970  when  patients'  moneys  were  transferred  from  the  state 
treasury  system  to  an  Anaconda  bank,  the  Department  of  Administration, 
the  Department  of  Institutions,  the  hospital,  and  the  Anaconda  bank 
developed  a  patient  trust  accounting  system  and  prepared  a  manual  de- 
scribing the  procedures  to  be  used  in  handling  and  accounting  for  patients' 
moneys.   The  system  has  been  in  use  since  1970. 

The  accounting  procedures  specified  in  the  manual  are  basically 
sound.   However,  their  implementation  has  been  inadequate  because  the 
patient  accounts  staff  lacked  the  training  and  supervision  necessary  to 
operate  the  system.   One  previous  patient  accounts  clerk  had,  over  a  10- 
month  period,  recorded  debits  as  credits  and  credits  as  debits.   As  a 
result  of  these  reversals  and  numerous  other  recording  errors,  the 
records  reflected  erroneous  balances.   On  June  30,  1974,  the  hospital's 
records  showed  bank  balances  of  $220,466,  but  the  bank  statements  showed 
balances  totaling  $181,636,  a  difference  of  $38,830. 

Ordinarily,  erroneous  recordings  would  be  detected  during  bank 
reconciliations;  however,  the  hospital's  reconcilations  were  totally 
inadequate  and  did  not  detect  any  errors.   The  hospital's  monthly  re- 
conciliations consisted  of  determining  the  beginning  bank  balance  per 
the  bank  statement,  adding  to  that  amount  the  deposits  shown  on  the  bank 
statement,  and  subtracting  the  amount  of  deductions  shown  on  the  bank 
statement.   The  resulting  amount  was  compared  with  the  ending  balance 
shown  on  the  bank  statement.   The  amounts  always  agreed,  and  the  bank 
statements  were  considered  reconciled.   These  "reconciliations"  were 
approved  by  the  former  business  services  director.   True  bank  reconcili- 
ations have  not  been  prepared  since  the  present  accounting  system  was 
established  in  1970. 
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Representatives  of  the  Department  of  Institutions'  audit  and 
accounting  bureau  reviewed  the  hospital's  accounting  practices  in  May, 
1975  and  concluded  that  "...  complete  reconciliation  and  periodic 
financial  analysis  and  audit  review  of  the  system  are  not  being  made. 
For  this  reason,  the  assets  held  and  the  extent  of  our  fiduciary  responsi- 
bility is  not  known."   The  audit  and  accounting  bureau  also  concluded 
that  "Henceforth,  the  accounts  should  be  the  responsibility  of  an  accountant 
who  understands  the  procedures  and  entries  and  who  regularly  reviews  the 
reconciliations  of  the  bank  accounts,  transactions,  and  the  procedures 
used,  for  propriety  and  accurateness." 

During  our  review,  the  hospital  staff  began  the  task  of  detecting 
and  correcting  the  errors  made  in  the  patients'  accounts  during  the  last 
five  years.   When  this  task  is  completed,  the  hospital  should  deposit 
all  patient  moneys  in  the  state  treasury  and  should  establish  effective 
accounting  control  over  patients'  accounts.   Regardless  of  whether  the 
hospital  continues  the  present  manual  accounting  system  or  develops  a 
computerized  system,  the  work  should  be  done  by  people  with  bookkeeping 
and  accounting  knowledge  and  should  be  supervised  by  a  professional 
accountant.   The  bank  statements  should  be  reconciled  monthly,  and 
individual  patient  account  balances  should  be  reconciled  to  the  total 
amount  of  money  held. 

In  addition  to  the  above  problems,  the  division  of  work  among  the 
three  patient  account  clerks  does  not  provide  adequate  separation  of 
duties.   The  senior  clerk  often  performs  the  function  of  receiving 
cash  and  issuing  receipts,  signing  checks  and  disbursing  cash,  recording 
and  posting  transactions,  and  preparing  monthly  "reconciliations."   The 
other  clerks  also  perform  most  of  the  functions  except  the  "reconciliations. 
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Cash  handling,  recording,  and  reconciliation  duties  should  be 
separated  so  tnat  the  people  who  have  access  to  the  cash  will  not  also 
have  access  to  the  records.   The  hospital  should  establish  a  separation 
of  duties  among  the  patient  accounts  clerks  to  improve  internal  control 
over  the  patients'  funds.   Chapter  2-1210.51  of  the  MAM  provides 
guidance  in  separation  of  duties. 

RECOMMEWATION 

We  reaommend  that  the  hospital: 

1.  Implement  sound  accounting  procedures  for  patients' 
accounts. 

2.  Provide  adequate  separation  of  duties  for  processing 
patient  account  transactions. 

Receipt  and  Disbursement  of  Patients'  Funds 

During  fiscal  year  1973-74  the  hospital  received  more  than  $500,000 
of  patients'  moneys.   Generally,  patients'  moneys  were  received  by  one 
of  three  methods.   Money  was  mailed  to  the  hospital;  money  was  brought 
to  the  hospital  by  the  patient  or  his  family;  or  money  was  mailed  to 
patients.   Receipts  were  given  to  patients  or  their  family  members  who 
brought  money  to  the  hospital.   However,  receipts  were  not  issued  for 
money  sent  to  the  hospital  by  mail. 

Patients'  mail  was  delivered  to  the  ward  to  be  opened  by  the  patient 
in  the  presence  of  an  attendant.   The  attendant  was  to  deliver  any  cash 
in  the  patient's  mail  to  the  patient  accounts  staff.   The  patient  accounts 
staff  gave  the  attendant  a  receipt  for  the  money,  but  neither  the  attendant 
nor  the  patient  accounts  staff  gave  the  patient  a  receipt. 
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Hospital  staff  members  who  initially  receive  money  from  or  for 
patients  should  immediately  issue  a  prenumbered  receipt  to  the  indivi- 
dual from  whom  the  money  is  received. 

During  fiscal  year  1973-74  the  hospital  also  disbursed  more  than 
$500,000  of  patients'  funds.   Disbursements  were  made  to  the  Department 
of  Institutions'  Reimbursements  Bureau  to  pay  patients'  care  and  treatment 
charges,  to  the  canteen  and  cafe  to  pay  for  purchases  made  on  behalf  of 
patients,  and  to  a  privately  owned  store  adjacent  to  the  hospital  to  pay 
for  patients'  purchases.   In  addition,  cash  was  sometimes  given  to 
patients,  or  to  nurses  to  hold  for  patients,  for  spending  on  shopping 
trips  to  Butte  and  Anaconda.   Most  of  the  disbursements  were  made  without 
any  authorizing  signature.   Others  were  made  on  the  signature  of  ward 
attendants  or  nurses.  In  some  instances  ward  attendants  made  cash 
withdrawals  for  patients  without  an  authorizing  signature.   Generally, 
there  were  no  records  showing  what  use  was  made  of  c:jsh  withdrawn  from 
patients'  accounts  nor  were  there  any  records  showing  whether  patients 
received  items  purchased  at  the  canteen  with  patient  funds. 

Because  controls  over  and  records  of  the  receipt  and  disbursement 
of  patient  funds  were  inadequate,  there  was  no  way  to  determine  whether 
all  receipts  and  disbursements  were  properly  recorded  or  whether  all 
disbursements  were  proper  uses  of  patients'  money.   Patients'  moneys 
belong  to  the  patients  and  should  be  disbursed  only  upon  proper  written 
authorization.   The  hospital  should  require  mentally  competent  patients 
to  authorize,  in  writing,  all  disbursements  of  their  funds,  including 
payments  for  care  and  treatment  charges.   For  incompetent  patients  the 
hospital  should  require  the  legal  trustee  or  guardian  to  authorize  all 
disbursements  or  should  obtain  legal  power  of  attorney  to  authorize 
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disbursements.   Patients'  competency  should  be  determined  by  the  hospi- 
tal's psychiatric  staff  or  through  the  judicial  process,  not  by  the 
patient  accounts  staff  or  the  ward  attendants. 

RECOMMENDATION 

We  vecorrmend  that  the  hospital: 

1.  Issue  prenumbeved  receipts  for  all  moneys  received  for 
patients. 

2.  Require  proper  written  authorization  for  all  disburse- 
ments of  patients'  funds. 

Interest  Earned  on  Patients'  Money 

The  primary  reason  for  removing  patients'  funds  from  the  state 
treasury  in  1970  was  to  allow  the  investment  of  patients'  moneys. 
At  that  time  the  state  had  no  centralized  investment  program.   In  1970 
the  hospital  deposited  some  patients'  funds  in  individual  patient  savings 
accounts  in  an  Anaconda  bank.   In  1971  the  hospital  deposited  an  addi- 
tional $50,000  of  patients'  moneys  in  a  combined  savings  account.   The 
savings  accounts  earn  interest  at  the  rate  of  5%  compounded  daily. 

Since  1971  the  state  has  established  a  centralized  investment 
program  managed  by  the  Department  of  Administration's  Investment  Division. 
The  Investment  Division  operates  a  short  term  investment  pool  (STIP)  in 
which  state  agencies  may  invest  funds.   During  fiscal  year  1973-74,  the 
STIP  yielded  7.25%  which  is  a  significantly  better  return  than  the  5.18% 
yielded  by  the  savings  accounts. 

As  of  June  30,  1974,  the  hospital  had  invested  approximately 
$105,000  of  patients'  funds  in  the  individual  and  combined  savings 
accounts  and  had  approximately  $77,000  of  patients'  funds  in  a  combined 
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checking  account.   Funds  may  be  invested  in  or  withdrawn  from  the  STIP 
daily  in  units  of  about  $1,000,  and  earnings  are  paid  to  the  investing 
agencies  every  six  months.   Because  the  money  may  be  withdrawn  on  such 
short  notice,  much  of  the  $77,000  in  the  checking  account  could  have 
been  invested  if  the  hospital  were  using  the  Investment  Division's  STIP. 

The  hospital  could  significantly  increase  interest  earned  on 
patients'  funds  by  investing  the  money  in  the  STIP.   Deposit  of  all 
patients'  funds  in  the  state  treasury  system  as  recommended  on  page  70 
would  facilitate  this  investment . 

The  patient  accounts  procedures  manual  states  that  interest  earned 
on  the  combined  savings  account  is  to  be  used  for  the  general  benefit  of 
all  patients.   As  of  June  30,  1975,  patients'  moneys  invested  in  the 
combined  savings  account  had  earned  more  than  $9,000  in  interest. 
The  interest  has  been  left  in  the  savings  account.   Since  the  funds 
invested  belonged  to  specific  patients,  the  interest  earned  should  have 
been  allocated  to  the  individual  patients.   Because  many  patients  have 
been  discharged  or  have  died  since  1971,  and  due  to  the  inaccuracies  in 
the  patients'  account  balances,  it  may  not  now  be  practical  to  allocate 
the  accumulated  $9,000  to  the  patients  involved.   Therefore,  the  money 
should  be  treated  as  unclaimed  property  and  disposed  of  in  accordance 
with  the  state's  Uniform  Disposition  of  Unclaimed  Property  Act,  Title 
67,  Chapter  22,  R.C.M.  1947.   Future  interest  earnings  should  be  allo- 
cated to  individual  patients  on  a  timely  basis. 

RECOMMENDATION 

We  vecorrmend  that  the  hospital: 

1.        Determine  the  amount  of  money  needed  for  patients'  daily 
needs  and  invest  all  patients  '  moneys  exceeding  this 
amount  in  the  Investment  Division's  short  term  investment 
pool. 
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2.  Dispose  of  interest  previously  earned  on  patients'  moneys 
in  aooordanoe  with  applicable  state  laws  and  allocate  all 
future  interest  to  the  individual  patients. 

Property  of  Discharged  or  Deceased  Patients 

The  hospital  presently  has  no  written  procedures  for  disposing  of 
property  of  untraceable  discharged  or  deceased  patients.  The  property 
consists  of  cash,  jewelry  and  other  personal  effects.  In  the  past  the 
practice  was  to  dispose  of  items  which  were  considered  worthless  and  to 
retain  items  of  any  value  pending  possible  claims  by  relatives.  Cash 
was  retained  in  the  patient  accounts  while  jewelry  items  were  held  for 
several  years  and  periodically  sold  in  large  groups  to  jewelry  stores. 
The  jewelry  sales  proceeds  were  deposited  in  a  patient  welfare  fund. 

As  of  June  30,  1975,  the  hospital  was  holding  nearly  900  '"inactive" 
patient  accounts  totaling  more  than  $22,000.   Many  of  the  accounts  have 
been  inactive  for  more  than  10  years,  while  many  others  have  been  inactive 
for  only  a  short  period.   One  account  contained  nearly  $700  and  another 
had  a  balance  of  two  cents.   No  value  has  been  placed  on  other  valuables 
which  the  hospital  is  holding  and  the  hospital  has  no  inventory  of  these 
items.   Presently,  the  hospital  is  making  it  a  practice  to  attempt  to 
contact  the  known  relatives  of  deceased  patients  and  determine  what 
disposition  should  be  made  of  the  assets.   If  relatives  cannot  be  located, 
the  hospital  retains  the  assets. 

Patients'  assets  should  be  disposed  of  in  accordance  with  state 
law.  However,  various  statutes  covering  the  disposition  of  deceased 
patients'  assets  appear  to  conflict  with  each  other. 

Montana's  probate  laws  require  that  the  assets  of  deceased  persons 
be  disposed  of  through  normal  probate  proceedings  by  the  executor  or 
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administrator  of  the  person's  estate.   In  the  event  the  person  has  no 

known  relatives  or  guardian  and  an  executor  has  not  been  appointed,  the 

assets  are  to  be  disposed  of  by  the  public  administrator.   However, 

Section  38-210,  R.C.M.  1947,  which  pertains  to  moneys  found  on  the 

person  of  people  committed  to  Warm  Springs,  appears  to  conflict  with  the 

state's  probate  laws.   It  provides  for  disposition  of  deceased  patients' 

funds  without  going  through  the  probate  process  if  che   deceased  patients' 

funds  are  not  claimed  within  one  year.   The  provisions  of  Section  38-210 

are: 

— Moneys  in  excess  of  $100  found  on  the  person  of  patients  taken 
into  custody  must  be  applied  against  the  expenses  of  caring 
for  the  patient. 

— Ajnounts  of  $100  or  less  are  to  be  held  by  the  hospital,  as 

custodian,  and  returned  to  the  patient  upon  discharge  or  applied 
to  funeral  expenses  if  the  patient  dies. 

— Funds  remaining  unclaimed  one  year  after  a  patient's  discharge 
or  death  shall  be  disposed  of  as  follows: 

— 50%  of  such  funds,  but  not  exceeding  $50,  is  to  be  placed 
in  a  special  account  to  be  expended  by  the  hospital  for 
indigent  patients. 

— Any  remaining  balance  is  to  be  sent  to  the  treasurer  of 
the  county  from  which  the  patient  was  sent  to  Warm  Springs 
and  is  to  be  used  to  pay  the  costs  of  the  person's  court 
hearings  and  transportation  to  Warm  Springs.   Any  remaining 
balance  is  to  be  placed  in  the  state  treasury  to  the  credit 
of  the  general  fund. 

In  addition.  Section  38-210  may  conflict  with  Section  80-1603, 
R.C.M.  1947,  which  requires  the  Department  of  Institutions  to  charge 
patients  for  their  care  and  treatment  based  on  their  ability  to  pay. 
Section  80-1603  also  provides  that  the  state  has  a  claim  against  the 
estate  of  deceased  patients  for  unpaid  costs  of  caring  for  patients. 

The  Department  of  Institutions  should  seek  legislation  to  resolve 
the  conflicts  in  existing  laws  and  to  provide  for  the  orderly  disposition 
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of  patients'  assets.   The  hospital  should  make  future  dispositions  of 
patients'  assets  in  accordance  with  any  such  legislation.   The  hospital's 
problems  would  be  reduced  if  the  hospital  employees  would  make  appro- 
priate disposition  of  assets  at  the  time  of  a  patient's  discharge  or 
death. 

The  hospital  should  dispose  of  accumulated  unclaimed  assets,  in- 
cluding inactive  accounts,  in  accordance  with  the  state's  Uniform  Dis- 
position of  Unclaimed  Property  Act,  Title  67,  Chapter  22,  R.C.M.  1947, 
or  the  Escheated  Property  Act,  Title  91,  Chapter  5,  R.C.M.  1947. 

In  addition,  the  hospital  does  not  keep  a  summary  record  of  pro- 
perty held  for  patients.   Each  patient's  property  is  placed  in  a  separate 
envelope  and  the  envelopes  are  kept  in  the  hospital  vault.   An  inventory 
of  the  contents  of  each  envelope  is  to  be  kept  in  the  envelope  and  a 
copy  is  to  be  placed  in  the  patient's  medical  records  file. 

The  accounting  department  should  prepare  and  maintain  a  summary 
inventory  of  patient  property  held.   The  inventory  should  not  be  kept 
in  the  envelopes  containing  the  property. 

RECOMMENDATION 

We  recornmend  that: 

1.        The  Department  of  Institutions: 

a.  Seek  legislation  to  resolve  conflicts  between 
existing  statutes  relating  to  the  disposition  of 
patients'  property. 

b.  Develop  written  procedures  for  the  disposition  of 
the  property  of  patients y   residents ,   or  inmates  of 
all  institutions  under  their  jurisdiction. 
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2.        The  hospital: 

a.  Establish  procedKres  for  maintaining  a  summavy 
inventory  of  all  property  held  for  patients. 

b.  Dispose  of  patients  '  property  in  accordance  with 
applicable  state  laws. 

Donations  for  Patients 

The  patient  accounts  staff  occasionally  receives  small  donations 
which  are  to  be  used  to  make  canteen  purchases  for  patients  who  have  no 
money.   The  donations  are  used  to  purchase  canteen  coupon  books  which 
the  patients  may  use  to  make  purchases  at  the  canteen  and  cafe.   Dona- 
tions of  this  type  are  deposited  in  the  accounts  of  two  actual  patients, 
one  man  and  one  woman.   The  donations  are  expended  for  other  patients  as 
the  need  arises. 

Donations  received  for  the  general  benefit  of  undesignated  patients 
should  not  be  accounted  for  in  the  accounts  of  actual  patients.   The 
hospital  should  establish  a  separate  account  for  donations  received  for 
unspecified  patients.   Such  an  account  could  be  a  subsidiary  account  to 
the  Agency  Fund  accounts  recommended  on  page  65. 

RECOmENDATION 

We  recorrmend  that  the  hospital  account  for  donations  made  for 

unspecified  patients  separately  from  the  aocomts  of  individual 

patients. 

REIMBURSEMENTS 

Part  of  the  costs  of  caring  for  and  treating  patients  is  reimbursed 
the  state  by  the  Medicare  program,  the  Medicaid  program,  private  health 
insurance  companies,  patients,  and  people  with  financial  responsibility 
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for  patients.   Reimbursements  from  these  groups  are  collected  by  the 
Department  of  Institutions'  Reimbursements  Bureau,  which  also  makes 
similar  collections  for  other  institutions.   During  fiscal  year  1973-74, 
the  Department  of  Institutions  reported  collections  totaling  approxi- 
mately $3,838,000.   Approximately  $1,106,000  of  the  collections  were 
reimbursements  for  the  hospital. 
Accounting  for  Reimbursements 

Reimburseiiients  collected  for  the  various  institutions  by  the  reim- 
bursements bureau  and  the  expenses  incurred  by  the  bureau  in  making  such 
collections  are  reported  in  the  SBAS  financial  reports  as  revenue  and 
expenditures  for  the  Department  of  Institutions  rather  than  for  the 
individual  institutions. 

Reimbursement  revenues  are  the  result  of  the  operations  of  the 
individual  institutions  and  should  be  disclosed  in  the  financial  state- 
ments of  the  institutions.   Expenses  incurred  in  collecting  the  revenues 
should  also  be  disclosed  in  the  statements  of  the  institutions. 

RECOMMENDATION 

We  reoorrmend  that  the  Department  of  Institutions  disclose  reim- 
bursements oollected  as  revenue  for  the  individual  institutions 
and  allocate  the  aollection  costs  to  the  institutions. 

Patient  Eligibility  for  Medicaid  and  Medicare 

Before  the  hospital  can  receive  Medicaid  reimbursements  for  a 
particular  patient,  the  eligibility  technician  employed  by  the  Depart- 
ment of  Social  and  Rehabilitation  Services  and  located  at  the  hospital, 
must  have  determined  the  patient  to  be  eligible  for  Medicaid  assistance. 
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Reimbursements  from  Medicare  are  received  only  for  patients  who  have 
been  determined  Medicare-eligible  by  representatives  of  the  U.  S.  Social 
Security  Administration. 

The  hospital  had  no  procedures  for  assuring  that  Medicaid  and 
Medicare  eligibility  determinations  were  made  for  all  hospital  patients. 
As  a  result,  such  determinations  were  not  made  for  all  patients.   For 
example,  in  a  sample  of  56  patients,  Medicaid  eligibility  determinations 
had  not  been  made  for  25  patients.   In  addition,  16  patients  were  over 
65  years  old  at  the  beginning  of  fiscal  year  1973-74,  but  Medicare 
eligibility  determinations  had  not  been  made  for  two  of  the  16.   The 
people  for  whom  eligibility  determinations  were  not  made  received  medical 
services  during  the  fiscal  year.   If  the  determinations  had  been  made, 
the  reimbursements  bureau  may  have  been  able  to  obtain  Medicaid  or 
Medicare  reimbursements  for  the  services. 

The  Medicaid  and  Medicare  programs  are  financed  primarily  by  federal 
funds.   It  would  be  to  the  state's  advantage  to  maxixize  the  reimburse- 
ments from  these  programs.   The  hospital  staff  should  provide  the  reim- 
bursements bureau  staff  with  the  names  of  all  hospital  patients.   The 
reimbursements  bureau  should  then  request  Medicaid  and  Medicare  eligi- 
bility determination. 

Also,  it  would  probably  be  helpful  if  the  reimbursements  bureau 
designed  an  admissions  form  that  would  elicit  information  related  to 
Medicaid  and  Medicare  eligibility.   The  hospital  could  complete  such  a 
form  for  all  new  admissions  and  send  the  forms  to  the  reimbursements 
bureau.   Eligibility  determinations  should  be  updated  periodically 
because  a  patient's  circumstances  may  change  with  time. 
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RECOMMEmATION 

We  reaommend  that: 

1.  The  hospital  provide  the  Department  of  Institutions  with 
the  names  of  all  hospital  patients. 

2.  The  Department  of  Institutions  request  Medicaid  and 
Medicare  eligibility  determinations  for  all  patients  who 
appeal'  to  be  eligible  for  Medicaid  and/ or  Medicare 
financial  assistance. 

Unbilled  Services 

The  reimbursements  bureau  has  not  billed  for  all  services  for  which 
they  could  obtain  Medicaid  and  Medicare  reimbursements.   Some  services, 
such  as  doctors'  visits  which  could  be  billed  under  Medicare,  drugs,  and 
medical  supplies  were  not  billed.   During  fiscal  year  1974-75  the  hospital 
purchased  approximately  $131,000  of  drugs.   A  large  part  of  this  would 
have  been  reimbursable  under  the  Medicare  and  Medicaid  programs  if  the 
hospital  had  maintained  adequate  records  and  controls  over  drugs  adminis- 
tered to  patients. 

Other  services  were  not  billed  for  because  the  reimbursements  staff 
apparently  was  not  aware  the  services  were  provided.   For  example,  one 
patient  was  hospitalized  in  the  Warm  Springs  medical  hospital  for  about 
3^2  months.   The  Medicare  program  was  billed  for  and  paid  for  a  portion 
of  the  hospitslization  costs.   The  patient  was  also  eligible  for  Medicaid 
assistance.   Medicaid  probably  would  have  paid  for  those  costs  not  re- 
imbursed by  Medicare,  but  nobody  billed  the  Medicaid  program.   In  another 
instance  a  patient  had  11  lab  tests  and  x-rays  over  a  four-month  period. 
The  Medicaid  program  was  billed  and  paid  for  four  of  the  lab  tests  and 
x-rays  but  was  not  billed  for  the  other  seven  lab  tests  and  x-rays. 
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The  fiscal  bureau  chief  said  the  hospital  has  now  established 
procedures  to  record  drugs  and  medical  supplies  furnished  patients. 
He  also  said  the  information  will  be  provided  to  the  reimbursements 
bureau. 

The  reimbursements  bureau  should  bill  the  Medicaid  and  Medicare 
programs  for  all  reimbursable  services.   To  assure  that  all  services  are 
billed  for,  the  reimbursements  bureau  staff  must  have  knowledge  of 
Medicaid  and  Medicare  regulations  and  must  be  informed  of  all  services 
provided  by  the  hospital  to  each  patient. 

RECOMMENDATION 
We  reaorrmend  that: 

1.  The  hospital: 

a.  Establish  records  and  sontrols  ojer  drugs  administered 
to  patients  to  qualify  the  hospital  for  Medicaid  and 
Medicare  reimbursement  of  drug  costs. 

b.  Inform  the  Department  of  Institutions  of  all  medical 
services  and  supplies  provided  to  patients. 

2.  The  Department  of  Institutions  bill  tee  Medicaid  and 
Medicare  programs  for  all  reimbursable  services  and 
supplies  provided  by  the  hospital. 

Private  Billings 

Section  80-1603,  R.C.M.  1947,  requires  the  Department  of  Institu- 
tions to  charge  each  patient  or  the  person  responsiole  for  each  patient 
for  all  the  care  and  treatment  provided  by  the  hospital.   The  law  pro- 
vides that  the  department  conduct  financial  investigations  and  assess 
the  patients  or  responsible  persons  based  upon  their  ability  to  pay. 
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However,  charges  assessed  against  parents  of  children  under  18  years  old 
may  not  exceed  the  cost  of  caring  for  a  normal  child  at  home.   The  law 
also  provides  that  the  department  may  periodically  revise  assessments. 
In  our  1972  report  on  the  Department  of  Institutions'  Reimburse- 
ments Program  we  reported  that  (a)  the  department  had  not  documented  the 
bases  for  amounts  a'ssessed  patients  and  responsible  persons,  (b)  the 
bases  for  assessments  were  subjective  rather  than  objective,  and  (c)  the 
assessments  weve  not  periodically  reevaluated.   The  problems  reported  in 
1972  have  not  been  corrected.   For  example,  during  our  current  review  we 
found  that: 

— One  responsible  person  was  being  assessed  $1.00  per  day.   The 
assessment  was  established  in  1964  and  had  not  been  reviewed 
since. 

— Another  responsible  person  was  being  assessed  $60  per  month. 
The  records  did  not  show  and  the  reimbursements  staff  did  not 
know  when  the  assessment  had  been  determined  nor  the  basis 
for  the  amount  of  the  assessment. 

— Another  responsible  person  was  being  assessed  $5.15  per  day. 
The  assessment  was  established  in  1964  and  was  intended  to 
cover  the  full  cost  of  care  and  treatment  at  that  time.   The 
assessment  was  increased  to  $12.05  per  day  on  June  1,  1975. 

— Another  responsible  person  was  being  assessed  $177.70  per  month. 
The  file  did  not  show  when  the  assessment  was  established  nor 
how  it  was  determined. 

— Another  responsible  person  has  been  paying  $100  per  month 
since  January,  1973.   The  person  had  written  saying  that  $100 
per  month  was  all  he  could  afford  to  pay. 

The  reimbursements  bureau  sends  a  financial  statement  form  to 
responsible  persons  to  obtain  information  about  their  financial  situa- 
tion.  The  form  includes  space  for  information  about  assets,  income,  and 
expenses.   The  reimbursements  bureau  uses  the  information  to  determine 
payment  ability.   The  reimbursements  bureau  has  broad  policies  for 
determining  payment  ability  but  has  no  specific  guidelines  for  making 
the  determinations  on  systematic  bases.   There  is  no  assurance  that  all 
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people  are  treated  the  same.   In  addition,  the  basis  for  the  determined 
payment  for  each  patient  or  responsible  person  is  not  fully  documented. 

The  reimbursements  bureau  should  develop  specific  guidelines  for 
determining  how  much  patients  and  responsible  persons  can  afford  to  pay 
and  should  document  all  such  determinations.   Assessment  rates  should  be 
periodically  reevaluated  for  all  patients. 

In  addition,  the  hospital's  fiscal  bureau  chief  said  the  hospital 
has  recently  stopped  making  care  and  treatment  reimbursements  from 
patients'  accounts.   The  fiscal  bureau  chief  said  the  payments  were 
stopped  because  he  was  not  sure  whether  the  hospital  has  the  legal 
authority  to  disburse  patients'  funds  for  care  and  treatment  assessments. 
He  has  requested  legal  advice  from  the  Department  of  Institutions' 
attorney.   The  department  should  resolve  any  legal  problems  regarding 
the  disbursement  of  patient  funds  for  care  and  treatment  charges. 

RECOMMENDATIOIl 

We  recommend  that  the  Department  of  Institutions: 

1.  Implement  the  recommendations  in  our  2972  report  on  the 
reimbursement  program  and  aompty  with  the  provisions  of 
Section  80-1603,    R.C.M.    1947. 

2.  Resolve  any   legal  problems  regarding  the  disbursement  of 
patient  funds  for  care  and  treatment  charges. 

Accounts  Receivable  Records 

The  reimbursements  bureau  presently  keeps  separate  ledger  cards  for 
Medicaid  billings.  Medicare  and  private  billings,  and  billings  against 
patient  accounts.   If  reimbursements  are  received  from  Medicaid,  private 
responsible  persons,  and  from  the  patient's  account,  there  will  be  three 
ledger  cards  for  the  patient. 
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Amounts  billed  and  payments  received  are  shown  on  the  ledger  cards 
for  each  type  of  billing,  but  the  total  cost  of  a  patient's  care  and 
treatment  and  total  payments  received  are  not  shown  on  any  one  card. 
Therefore,  it  is  not  possible  to  determine  the  total  outstanding  receiv- 
ables for  any  patient. 

In  some  instances  amounts  billed  but  not  paid  were  written  off  from 
the  existing  ledger  cards.   Write-offs  were  made  for  patients  who  had 
been  discharged  or  died  and  had  a  balance  remaining  on  their  ledger 
card.   Apparently  these  write-offs  were  made  to  reduce  the  balance  shown 
on  a  ledger  card  to  zero  so  the  card  could  be  placed  in  an  inactive 
file.  There  is  no  record  of  efforts  made  to  try  to  collect  the  receivables 
prior  to  their  being  written  off. 

Section  80-1603,  R.C.M.  1947,  provides  that  the  state  has  a  claim 
against  the  estate  of  a  deceased  patient  for  the  amount  due  the  state  at 
the  time  of  a  patient's  death.   In  addition,  Sections  84-7101  through 
84-7111  authorize  state  agencies  to  turn  uncollectible  accounts  over  to 
the  Department  of  Revenue  for  collection.   Management  Memo  1-74-11 
provides  guidance  for  turning  uncollectible  accounts  over  to  the  Department 
of  Revenue  and  for  the  accounting  of  such  transactions.   Without  a 
record  of  total  costs  incurred  for  a  patient  and  total  reimbursements 
received,  the  state  has  no  basis  for  filing  claims  against  the  estates 
of  deceased  patients  or  for  turning  uncollectible  accounts  over  to  the 
Department  of  Revenue. 

The  reimbursements  bureau  should  discontinue  the  practice  of  writing 
off  unpaid  balances.   They  should  establish,  for  each  patient,  a  single 
ledger  card  showing  the  monthly  cost  of  care  and  treatment,  the  amounts 
billed  to  each  of  the  reimbursement  sources,  the  payments  received,  and 
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the  unpaid  balance.   Such  cards  have  been  initiated  for  Galen  State 
Hospital  and  should  also  be  used  for  other  institutions  where  reimburse- 
ments are  received.   Patient  receivable  accounting  may  warrant  automation. 
The  Department  of  Institutions  should  consult  with  the  Department  of 
Administration  to  determine  whether  such  records  should  be  maintained  in 
a  subsystem  of  the  SBAS. 

RECOMMENDATION 

We  veoorrmend  that  the  Department  of  Institutions: 

1.  Aooount  for  total  costs  incurred  for  the  cave  and  treat- 
ment of  each  patient. 

2.  Maintain  a  record  of  total  reimbursements  received  on 
behalf  of  each  patient  and  the  amount  vecei-odble. 

S.        Strengthen  procedures  to  assure  proper  collection  efforts 
are  made  on  accounts  receivable. 

4.  Discontinue  writing  off  unpaid  receivable  balances. 

5.  Turn  uncollectible  accounts  over  to  the  Department  of 
Revenue  and  file  claims  against  the  estates  of  deceased 
patients. 

6.  Study  the  feasibility  of  automating  the  patient  receivable 
records  for  all  institutions  where  such  records  are 
necessary . 

Building  Standards 

Medicaid  and  Medicare  regulations  require  that  health  care  buildings 
meet  certain  safety  standards  before  Medicaid  and  Medicare  will  make 
reimbursements  for  patients  housed  in  those  buildings.   In  addition, 
different  reimbursement  rates  are  paid  for  different  levels  of  health 
care,  and  the  building  safety  standards  may  vary  with  the  level  of  care. 
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During  fiscal  year  197  3-74  all  of  the  hospital's  wards  were  eligible 
for  reimbursements.   Some  wards  were  eligible  for  hospital-level  care 
and  others  were  eligible  for  nursing  care.   Not  all  of  the  wards  met  all 
standards,  but  the  requirements  had  been  waived  with  the  understanding 
that  the  buildings  would  be  brought  up  to  standards.   In  May,  1975,  the 
Department  of  Health  and  Environmental  Sciences  terminated  the  licenses 
of  22  wards.   This  action  left  two  buildings  eligible  for  hospital  care 
reimbursements  and  two  buildings  eligible  for  nursing  care  reimbursements. 
Since  May,  1975,  the  hospital  has  redirected  its  approach  to  patient 
treatment  and  has  moved  nearly  all  patients  from  one  ward  to  another.  As 
a  result  of  the  moves,  patients  are  not  necessarily  receiving  the  same 
level  of  care  for  which  a  building  was  certified.   Consequently  the 
Department  of  Health  and  Environmental  Sciences  revoked  the  licenses  of 
all  hospital  buildings  except  one. 

The  hospital  has  requested  recertif ication  of  the  buildings  certified 
in  May,  1975,  and  the  inspection  and  licensing  procedures  are  in  progress. 
Even  if  these  buildings  are  recertified,  the  hospital  will  still  have 
several  buildings  which  are  not  up  to  Medicaid  and  Medicare  safety 
standards.   The  standards  are  intended  to  protect  the  life  and  well 
being  of  patients.   Where  feasible,  the  hospital  should  upgrade  its 
patient  care  buildings  to  meet  applicable  safety  standards.   Such  action 
would  protect  the  lives  and  well  being  of  patients  and  entitle  the 
hospital  to  Medicaid  reimbursements  for  patients  housed  in  the  buildings. 

Presently  there  are  plans  for  a  large-scale  depopulation  of  the 
hospital.   If  these  plans  are  carried  through,  the  hospital  may  not  need 
all  of  the  buildings  now  in  use.   Before  requesting  and  expending  large 
sums  of  money  to  upgrade  buildings  to  Medicaid  and  Medicare  standards, 
the  hospital  should  evaluate  its  long-term  patient  housing  needs. 
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RECOMMEI^DATION 

We  reoonmend  that  the  hospital  evaluate  its   long-term  patient 

housing  needs  and  upgrade  all  patient  cave  buildings  to  appliaahle 

safety  standards. 

BUSINESS  PROCEDURES 

In  many  administrative  areas  where  sound  business  procedures  are 
necessary  to  permit  prudent  management  of  the  hospital's  activities,  the 
hospital  either  has  no  procedures  or  the  existing  procedures  are  inade- 
quate.  Consequently,  the  hospital  does  not  always  comply  with  the 
state's  fiscal  laws  and  regulations;  hospital  operations  are  not  always 
conducted  in  the  most  economical  and  effective  manner;  and  the  hospital's 
financial  records  are  not  always  accurate. 

Many  of  the  hospital's  administrative  procedures  have  evolved  over 
the  years  with  little  or  no  planning.   When  a  new  problem  confronted  the 
staff,  they  resolved  it  by  whatever  method  seemed  appropriate  or  was 
most  convenient  at  the  time.   The  same  method  would  be  used  for  future 
similar  transactions,  and  with  time,  became  the  established  procedure. 
The  procedure  may  have  sufficed  when  created  but  may  now  be  inadequate 
due  to  changes  in  state  laws  and  regulations  and  increased  complexity  of 
the  hospital's  operations. 

Throughout  our  audit  we  asked  why  certain  procedures  were  followed, 
and  the  staff  frequently  responded,  'It's  always  been  done  that  way.'' 
The  hospital  staff  continued  following  old  procedures  because  it  was 
convenient  to  do  so,  and  they  did  not  recognize  the  need  to  evaluate  the 
existing  procedures  and  develop  better  ones. 

Clerks  initiated  many  existing  procedures,  but  they  were  not  in 
positions  to  recognize  all  the  factors  which  should  be  considered  in  the 
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transactions  involved.   Additionally,  they  lacked  the  expertise  needed 
to  develop  adequate  procedures. 

Also,  most  existing  procedures  are  not  written.   They  are  handed 
down  from  employee  to  employee  by  word  of  mouth.   If  an  employee  quits 
or  retires,  his  replacement  may  not  receive  all  necessary  instructions 
or  may  not  f u] ly  understand  them  and  subsequently  will  have  to  try  to 
learn  procedures  from  other  employees,  or  improvise. 

Sound  business  procedures  are  necessary  to  assure  compliance  with 
state  laws  and  regulations,  to  allow  managers  to  effectively  and 
economically  control  hospital  operations,  and  to  produce  accurate 
records  that  management  may  rely  upon  when  planning  future  operations. 
Many  of  the  procedures  which  we  found  to  be  inadequate  were  related  to 
the  receipt.  Safeguarding,  and  expenditure  of  hospital  funds  and  the 
acquisition,  control,  and  disposition  of  hospital  property.   The  hospital 
needs  additional  professional  accounting  expertise  to  manage  the  hospital's 
financial  activities  and  establish  control  over  the  hospital's  accounting 
and  control  procedures.   One  of  the  first  tasks  should  be  the  evaluation 
of  existing  accounting  and  administrative  practices  and  the  establishment 
of  written  procedures  for  accounting  and  administrative  activities.   If 
the  hospital  needs  assistance  in  the  design  of  financial  management 
systems,  it  should  be  obtained  from  the  Department  of  Administration's 
Management  Systems  Division. 

RECOMMENDATION 

We  reaomvend  that  the  hospital  employ  a  controller  to  initiate  a 
review  of  existing  administrative  procedures  which  will  assure 
compliance  with  the  state's  fiscal   laws  and  regulations  and 
which  will  permit  the  effective  and  economical  operation  of 
the  hospital. 
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FINANCIAL  STATEMENTS 
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^tate  of  ^rttana 


GOVERNOR 

THOMAS  L.  JUDGE 


DIRECTOR 

EDWIN   G.   KELLNER 


EXHIBIT     F 


COMMUNITY    SERVICES    DIVISION 

I409  HELENA  AVENUE 

HELENA.  MONTANA  59601 

TELEPHONE:  449-3097 


Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol 
Helena,  MT   59601 


November  5,  1975 

NOV  71975" 

Re:   Liabilities  Pending  Against  Warm  Springs  State  Hospital 

Dear  Mr.  Brusett: 

Pursuant  to  your  request  of  November  3,  1975,  I  have  the  following  infor- 
mation concerning  pending  litigation  against  the  State  Hospital  and  pending 
tort  claims  against  the  State  Hospital. 

Presently,  there  is  only  one  law  suit  pending  against  the  State  Hospital 
entitled  "Earl  Wimberly  vs.  Stanley  Rogers,  et.  al.",  filed  in  the  Federal 
District  Court  for  Montana,  Butte  Division,  Civil  Cause  #CV-75-l.   This  is 
an  inmate-type  petition  for  civil  rights,  injunction,  declaratory  judgment 
and  monetary  damages  for  alleged  civil  rights  violations.   This  inmate  is 
presently  incarcerated  in  the  California  institution  of  San  Quentin.   He  is 
not  represented  by  counsel  and  has  not  presented  a  fairly  strong  case  at 
this  point  in  time.   We  had  requested  coverage  and  defense  by  the  insurance 
company.  National  Indemnity,  but  it  was  denied.   I  am  presently  representing 
the  State  of  Montana  in  this  action.   Due  to  the  nature  of  this  particular 
action,  it's  too  hard  to  tell  at  this  time  whether  or  not  a  valid  claim  will 
ever  be  sustained. 

The  only  tort  claim  against  the  State  Hospital  is  one  by  the  heirs  of  a  Hugh 
Dunlap.   The  tort  claim  was  filed  by  the  family  against  the  State  Hospital 
and  the  acting  superintendent  on  August  29,  1975  with  the  Secretary  of 
State.   The  claim  is  for  $120,000.00  damages.   At  this  time,  I  have  no 
knowledge  as  to  whether  or  not  the  insurance  company.  National  Indemnity, 
has  made  any  decision  to  settle  or  deny  and  defend  a  possible  suit. 

These  are  the  only  known  liabilities  that  I  am  aware  at  this  time. 

Very  truly  yours, 


^^  a.C^fiix- 


Nick  A.  Rotering 
Staff  Attorney 

NAR:jn 


-99- 


AGENCY  REPLIES 


^isit  of  ^tttana 

department  of  3ttstitxxtujns 


governor 

Thomas  L.  Judge 


DIRECTOR 

ROBERT  H.    MATTSON 


board  members 

Zella  a.  Jacobson    great  falls 
Eldon  E.  Kuhns.  billings 
Willis  M    McKeon.  malta 
Robert  J.  Pallo.  kalispell 

JOHN   W.   STRIZICH.    M.D..   HELENA 


Helena,  59601 


December  3,  1975 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   5960 

Dear  Sirs: 

We  have  reviewed  the  audit  report  prepared  by  the  legislative  auditor 
on  Warm  Springs  State  Hospital.   Our  review  was  made  in  cooperation 
with  hospital  staff  members.   The  report  provides  very  helpful  infor- 
mation regarding  specific  management  activities  and  also  provides  a 
very  useful  perspective  for  us  in  reviewing  and  developing  a  more 
effective  general  organization  and  management  system. 

With  recent  changes  in  legislation  that,  in  effect,  change  the  character 
of  the  institutions,  major  organizational  and  managerial  changes  are 
being  effected  throughout  the  Department  of  Institutions.   There  will 
be  major  organizational  and  management  changes  occurring  at  Warm 
Springs  State  Hospital  during  the  next  18  months.   A  good  many  of 
these  changes  are  implied  in  our  responses  to  audit  recommendations. 
Major  changes  in  reimbursement  programs  based  on  effective  accounting 
and  information  systems  are  contemplated.   Changes  in  overall  manage- 
ment structures  have  already  been  implemented  and  it  is  anticipated 
that  organizational  development  over  the  next  several  months  will 
result  in  three  major  services  divisions  directly  under  the  super- 
intendent, and  central  services  divisions  under  a  hospital  administrator 
in  a  staff  relationship  to  the  superintendent. 

Patient  accounts,  improvement  in  payroll  systems  and  changes  in  personnel 
management  are  currently  under  development  and  we  expect  operational 
changes  to  occur  over  the  next  several  months. 
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Legislative  Audit  Committee 

Page  2 

December  3,  1975 


Some  of  the  services  currently  provided  and  administered  directly 
within  the  institution  are  being  reviewed  and,  wherever  it  is  possible, 
those  services  will  be  contracted  out.   For  example,  food  services  and 
canteen  services  appear  to  me  to  be  areas  likely  to  be  appropriately 
contracted  to  private  contractors.   Employee  housing,  given  the  new 
state  pay  plan,  is  no  longer  viewed  as  an  employment  benefit  and 
probably  can  be  contracted  out  for  management  purposes. 

Since  many  of  the  management  improvement  endeavors  relate  to  all 
institutions,  a  separate  document  is  being  prepared  for  information  of 
the  committee  members  and  will  provide  more  detail  as  well  as  a  broader 
perspective  with  regard  to  such  efforts. 

Sincerely  yours, 


Robert  H.  Mattson  <^^   fs  l>  /S 
Director  ^  Vi  x^.^» 
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CO^fMENTS 


GENERAL 

Comment:   The  hospital  staff  number  shown  as  830  is  shown  as  860  in 
Department  and  hospital  records,  40  of  the  FTEs  being  temporary  part- 
time  positions.   This  figure  represents  authorized  FTE  as  determined  by 
developing  a  position  register  at  the  hospital. 

On  the  pay  period  ending  May  9,  1975,  929  employees  were  carried  on  the 
payroll  which  included  154  patient  workers. 


BUDGETARY  CONTROL 

Comment:    In  regard  to  the  $22,000  of  salaries  and  employee  benefits 
being  paid  from  the  bond  proceeds  and  insurance  clearance  fund,  the 
charge  was  for  fire  related  work  that  employees  had  performed  cleaning 
up  a  fire  damaged  area. 

At  1974  fiscal  year-end,  the  institution  was  given  a  supplemental 
appropriation  for  128  new  positions  and  for  purchasing  needed  equipment, 
The  hiring  history  at  that  time  shows  positions  could  not  be  filled 
immediately,  so  reversion  of  money  for  unfilled  positions  was  unavoid- 
able.  Due  to  legislative  intent  at  the  time,  vacancy  savings  money  was 
not  intended  for  other  uses.   This  resulted  in  the  $228,000  reversion 
mentioned  in  the  report. 

There  were  691  budgeted  FTEs  as  of  March  of  1974  and  819  in  April  after 
the  legislative  supplemental  appropriation.  The  hospital  nor  the  De- 
partment can  reconcile  to  the  910  FTEs  mentioned  in  the  report. 


Re commenda t ion  -  Page  10 

Implement  procedures  to  establish  control  over  its  budget. 

It  AJi  the.  -Lntzivt  o{,  Wcvm  Sp^ng6  State.  Ho-spAJial  that  pfwgKam 
manaQQA^   be  fiupoMlblt  {^on.  tkaJji  fioApzcJU-v^   budgeXi,  To  aj,i-Li,t 
managoAA,  monthly  budgzt  /lepoAXi  cw.e  p-^epoAed  and  da,CLvf>6e.d  In 
ddtaJJL  w-Lth  thz  fizi>pzctAvt  pHogn.am  managoJi^. 
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Recommendation  -  Page   11 

Place   budgetary  responsibilities  under   the   superintendent's  general 
supervision  and   involve   program  managers    in   the   budgetary  process. 

To   {^uJUkeA  cZoAl^y  tho.  badgn-tany  fL^ponslb-iJLvty  at  WoAin  Sp^ng6 , 
thz  {^oZloM-Lng  pfioczduJid  mWL  be  A-n-ctlcutzd:       T/ie  pfiOQiam  managzn. 
mIZ  bz  nupon^lblo.  {^on.  tkz  fizMpzcJUvz.  budget  uxLth  iupponX  {^fiom  tko. 
TiAcat  EuAzau.     RcponXA  and  data  mil  be  comp.lte.d  by  the.  BuAzau  to 
bz  g-ivzn  to  tho.  Ho^dp-LtaJi  KdmlivUttfvxtofi  {^on.  fizvizLO  and  cormznt.     Tk& 
Ho&pitaZ  kdirujvUtA.aX.oK  mlZ  thzn  Azpofit  to  the.  SapeJvintZYidznt  oa  to 
the  6tatuA  o{j  tkz  institution'  s  budget.     The  SupeJilntendent  may  u6e 
thJji  data  hi  the  poticy  and  dec-i.6 -ion-making  pAoc.eM>.     See.  aJU>o  the. 
AeJipon^e  to  the.  pAeviouA  Azaotrmendation. 


PERSONAL  SERVICES 

Comment:   Realizing  personal  services  are  a  large  portion  of  the  bud- 
get, steps  are  being  undertaken  to  assure  accountability  and  efficiency 
in  this  area.   In  September,  1975,  Warm  Springs  State  Hospital  hired  a 
professional  Personnel  Bureau  Chief  to  supervise  the  payroll  and  per- 
sonnel functions  within  the  hospital.   A  new  system  of  document  flow, 
authority,  and  responsibility  has  been  devised  as  outlined  in  part  to 
answer  the  items  below. 

Employment  Authority  and  Salary  Rates 

Comment:   Hiring  authority  at  Warm  Springs  State  Hospital  rests 
with  the  respective  department  head.   The  Personnel  Bureau  has  the 
responsibility  of  recruitment  and  screening  of  applicants.   In- 
ternally, an  employment  transaction  form  is  used  for  several 
purposes  at  Warm  Springs,  its  primary  function  being  position 
control.  This  form  must  be  signed  by  the  respective  department 
head  before  a  transaction  can  be  completed.   This  form  flows 
through  three  different  functions  of  the  payroll/personnel  system 
to  assure  that  all  the  information  is  correct.   The  State  Classi- 
fication eliminates  the  problems  mentioned  in  the  report,  because 
the  guidelines  set  up  by  the  Office  of  Budget  and  Program  Planning 
assure  checks  and  balances  for  all  state  employees  on  the  central 
payroll  system.   Before  an  employee's  rate  is  entered  on  the  pay- 
roll for  the  first  time,  or  altered,  the  Personnel  Bureau  Chief 
must  sign  a  payroll  status  form  assuring  that  the  correct  rate  is 
being  paid . 


Recoimnendation  -  Page  12 

We  recommend  that  the  hospital  require  t^  it  ten  approval  by  the 
personnel  director  before  employees'  salary  rates  are  changed  and 
before  new  employees  are  hired. 
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Faij'Xoll  i,taZLL^   (^omi,  oKd  6igmd  and  app^iove.d  by  tht  V&fuonnzt 
BuAtLOa  Ckie.(^   dofi  all  new  mploydHJ^  and  ion.  any  changu  In 
£.x-Uiting  mpZoyz(U>'  imgei  to  liUuAo.  that  tht  pK-OpdA  IzvoZ  0(J 
pay  AJ>  a^^lgnzd  to  zach  employe-^.     AUo  iee  comimnt  abovz. 

Nepotism 

Comment:        The  matter   pertaining   to    the   wife  of   the  medical 
electronics  department  head  was   corrected    in  November,    1974. 

In   the  case  of   the   prior  personnel   department   chief's  daughter,    the 
head  of   the  social   service  department    signed  both   transactions 
establishing  this  person  on   the   payroll. 

The  laundry  manager  and  his  brother  worked  at   the   same  level  which 
was  Laundry  Worker   III.      He  did  not  hire  his  brother,   but  was 
promoted  and   thus  became  his  brother's  supervisor.      The  Department 
of   Institutions'   policy  is  being  studied  now  for   effectiveness  and 
rationale. 


Recommendation  -  Page    14 

We   recommend   that   the  hospital   comply  with  the   state's   laws  and  the 
Department  of   Institutions'    policy  regarding  nepotism. 

Hoiipitat  p2AAonneI.  oJie.  not  aimAd  o{^  any  -in6tancu  0|5  non- 
comptianct  voiZk  6tatz  laid  at  tkz  pfiz^znt  time.  n.Q.gaAdlng  _ 
mpotum.     In  ofiddn.  to  pfLe.v<int  mpotAAtn  {^fiom  occuAJUng  In  thz 
f^uXiUiz,  the.  PeAAonneZ  BuAe.au.  mlZ  peAionm  all  pn.2Acn.e.e.nlng  o^ 
applications   ^OA  (jilting  vacancloj^.     The.  VeAAonnel  Bureau 
Chl^i  imH  then  fie.commend  to  the.  fie^pe.cXlve  de.paAtment  head 
thoi>z  appllcanti,  Mho  po6i>e.i>6  the  acce^ptable.  qaaliilcjoXlons  ^ofi 
the.  po-i-ctlon. 

The  VepaAtmeivt  o{i  lnstJJ:uXloni>  li>  aotuideAlng  the.  eHent  o^ 
znioAdng  the  nepotism  Zau)  upon  the  6taf,{)  fiequlnementd  at 
Instltatlom, ,  hJjilng  pAactlces,  minmatlve  KoXlon  fiequlxe- 
ments,  and  any  otheA  ItvpZlcatlons  negoAdlng  civil  flights.     A 
change  In  thU>  lau)  may  be  Indicated  i^liich  ii}ltt  then  be  puASued. 

PERS  Membership 

Comment:   At  one  time  the  highest  turnover  rate  was  within  the 
first  month  of  employment.   There  was  an  added  burden  on  PERS 
personnel  and  on  an  understaffed  section  of  the  hospital  to  follow 
the  set  procedures.   It  was  a  common  understanding  between  PERS  and 
Warm  Springs  State  Hospital  that  the  procedure  used  at  the  time 
would  be  adequate. 


Recommendation  -  Page  15 

We  recommend  that  the  hospital  initiate  PERS  membership  for  all 
permanent  employees  on  their  first  day  of  employment. 
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WoAm  Sp^ngi  -Li  compZyLng  ic-ith  VERS  fi2.guZciJU.0ivf>  ^n  that   em- 
ptoijuu  a/ie.  clmAgzci  {\n.om  tli<Lin  (^Imt  day  o{,  mploymznt.     The. 
Vzpaxtmdwt  -Li  studying  the.  t{^{iicie.ncy   0()  the.  fieguZatloYUi  a6 
thzy  penXoA-n  to  -iititttvutlons .     In  coopeAation  M-Lth   PERS  a 
change,  to  Section  68-1601  and  68-1602  may  be  fie.qaeAted. 

Personnel  Files 

Comment:   As  stated  in  the  text  of  the  audit,  the  official  per- 
sonnel files  are  incomplete;  a  procedure  to  correct  this  deficiency 
is  underway.   The  deficiency  has  existed  because  part  of  the  infor- 
mation for  file  is  kept  in  one  area  of  the  hospital  and  the  rest  is 
kept  in  a  file  in  another  area. 

The  department  heads  had  no  choice  but  to  maintain  their  own  per- 
sonnel system  due  to  a  lack  of  a  centralized  complete  system.  With 
the  restructuring  of  the  Personnel  Bureau  and  the  hiring  of  a 
professional  person  to  manage  this  bureau,  this  practice  will  no 
longer  be  necessary. 

In  regard  to  the  point  concerning  seemingly  missing  documentation 
of  licenses  for  certain  positions,  the  three  nurses  in  question 
either  did  not  work  for  Wairm  Springs  at  the  time  of  the  audit  or 
had  changed  their  names  due  to  marriage.   The  State  Board  of 
Nursing  requires  annual  verification  of  licensing;  Warm  Springs 
State  Hospital  did  not  receive  an  exception  following  their  review. 


Recommendat  ion  -  Page  16 

We  recommend  that  the  hospital  include  all  pertinent  employee 
records  in  the  official  personnel  files. 

AtZ  pejvtimnt  employ e.z  fie.cofid^  mXZ  be.  cznt/iatLzzd  mX.kin  the. 
mxt   (Jew  monthii.     The.  VeA^onneZ.   BuAeau  Clvie.1  -Li  coofidZnatuig 
thlA  e^iiont. 

After- the-Fact-Payroll  Preparation 

The  automated  system  related  to  has  been  proven  and  tested  in  many 
instances  throughout  the  country.   It  is  this  system  that  will 
eliminate  after-the-fact  payrolls  at  Warm  Springs  and  will  supply 
needed  information  for  management  and  employees  on  a  timely  and 
accurate  basis. 


Recommendation  -  Page  19 

This  recommendation  addresses  the  Department  of  Administration  and 
the  State  Auditor's  Office. 

Warrant  Distribution 

Comment:   The  hospital  and  Department  agree  that  it  would  be 
advantageous  to  deposit  employees'  salaries  directly  to  their  banks 
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or  to  mail  salary  warrants  from  the  Auditor's  Office.   The  postage 
expense  could  be  billed  by  the  Auditor's  Office  until  that  office 
has  the  opportunity  to  budget  this  function. 


Recommendation  -  Page  21 

1.  This  recommendation  addresses  the  Department  of  Admini- 
stration and  the  State  Auditor's  Office. 

2.  (We  recommend  that)  the  hospital  separate  the  payroll 
preparation  and  warrant  distribution  responsibilities. 

The  izpoAjCitLon  od  payfiott  putpaAoZion  and  mnAa.\it  dutAlbuXA^on 
would  po6&  a  pfioblm  daii  to  Inadtquatt  ^ta^i^^ng.     HomvoA, 
WoAm  SpfUng6  will  be.gln  a  paijout.  pfioczduAe.  by  ieZ^cMon  o^ 
6(mplz  dzpoAJymivU  and  da>Vu.buuUon  o{,  ch^ck^  manually  by  thz 
ViAcal  BuAnau  Clildi  on  an  un6cke.dule.d  ba^Ls  to  tu,t  thd  po6- 
&lbltUy  oil  ilcJUZLouA  nojne^i  zxli,tuiQ  on  the.  paywlt. 

Thz  pfiutnt  Jt,yi,tm  oi  z^tabtUklng  an  mploynz  on  tkt  payfioZl 
fizdac(2A  the.  ahanczi,  oi  a  {^IctLUouA  peAAon  btlng  "mployzd". 
Tkz  hlnlng  pfioce.duAZi>  and  thz  authofiizzd  ^IgnatuAZA  nzzdod  to 
dUbauz  payfioZl,  pliu  thz  iacJ:  that  all  employ ze^  ate  ne-  ^ 
quAAed  to  have  theJji  pictuAe  taken  iot  theJA  J.V.  caAdi  which 
will  be  04  ed  to  necotd  houAS  wofiked,  (iAe.aZe^  checks  and  bal- 
anceA.     M&o  4ee  the.  comment  to  VeAAonal  SeAvicz^  -  Page.  11. 

Payroll  Cost  Distribution 


Recommendation  -  Page   21 

We  recommend  that   the  hospital  budget  and  charge  payroll  costs  for 
janitorial  workers   to   the   general   services  and  physical  plant 
program. 

Thz  kouAckecplng  {^unction  o^  the,  ho^pUal  li>  budgeted  In  the. 
CaAe.  and  Tfieatme.nt  Vxogtojv  and  theAe.{,ofie  the  fcelated  expendl- 
tu/ie^  oAe  neileoXed  a6  a  coi,t  o^  that  ptogfum.     Monty  woa 
appftopfUated  by  the  legtilatuAe  to  coveA  ti\Jj>  coi>t  In  that 
ptognam.     UndeA  new  acbnlnl^tAotlon,  ita^  neo>iganA.zajtlon  haA> 
taken  place  and  the  housekeeping  function  -u>  undeA  the.  GeneAol 
SefiolceM  VKogfiam.     We  Intend  to  tAans^eA  the  portion  0($  CaAC 
and  Tfieatment  {^undi  that  n.elate  to  the  housekeeping  {^unction 
to  GeneAal  Services.     This  loill  ■ihow  an  accuAote  coit  of,  the. 
housekeeping  {,unctton  and  the  GeneAol  SeAvices  P/iognam. 

Sick  Leave 

Comment:  The  Department  and  hospital  fully  support  the  report's 
suggestion  that  "sick  leave  and  annual  leave  accounting  should  be 
performed  as  a  part  of  the  central  payroll  system." 
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Recommendation  -  Page  24 
We  recommend  that: 

1.  The  hospital  require  ^^rritten  substantiation  for  extended 
sick  leave  and  approve  sick  leave  only  for  authorized  purposes. 

WoAm  SpfUngi  mJUL  vwitz  a  {^o^ncil.  pKoazduAz  on  i,ldii  luavz  that 
mZt  include,  conditionyb  ^zqaiAing  lOfuMitn  6ub6tantA.cution  {^on. 
Q^xtzndzd  iiidk  tzavQ..     The.  hospital  hcLS  be.zn  complying  loitk 
tixJji  Kccommcndcution  in  -iome  oJieoA  but  a  coiUif^tcnt  pfioczduJiz 
hoLd  not  bczn  {^onmoJLizcd. 

VaXa  compiled  ^fiom  the.  auutcmatcd  time  keeping  i>ij6tejm  mil  be 
analyzed  by  the  pe/u>onneZ  '!>ta{^{).     Any  appa/ient  abu^eA  o{^  dick 
leave  may  thefieby  be  inve.i,tigated  by  someone  othen.  than  peA- 
6ond  signing  the  dick  leave  appnovaJL. 

2,  The  Department  of  Institutions  require  all  institutions 
to  record  sick  leave  at  the  end  of  each  pay  period  rather  than  the 
end  of  each  month. 

The  Vepantynent  o^  Tn6tituJU.on6  d<J>cuA6ed  the  continuation  o£ 
the  monthly  dick  leave  fieconding  dydtejm  loith  the  VepanXinent  o^ 
AdminX.dtnation  lohen  the  Montana  AdminidtnatU.ve  Uanuxil  1- 
0304.74  {^ifidt  appeoAed.     Since  the  cZeAicat  fiequJjiement  would 
be  do  ovQAbu/idening ,  the  VepoAtment  o^  Admin^ttatA-on  agfieed 
that  the  VepoAtment  o(^  IndtUiution^b.  dhouZd  continue  to  accrue 
12  dayd  pen  yeoA  ad  wcti  nequiAed  by  law  on  a  montl'ily  ba^ij>. 

They  aZdo  indicated  that  the  management  memo  addne^dded  itAeZ^ 
to  a  computeAized  pfiocedd    (.374  dayd  dick  leave/ houA  wofiked] 
Mhtch  eventuaZty  they  planned  to  oddume. 

The  Vepantment  dtitl  cannot  impode  thld  nequAJ^ite  o{,  the 
indtttutiond .     W^Xh  the  exnployeed  budgeted  in  the  payfioll 
{^unction,   changing  to  a  bimeekly  necofuiing  iwuld  dtWi  be  an 
.  undue  buAden. 

Vofi  iiJaAm  Spfvingd  State  HodpitaZ  thld  ij>  a  manvuxl  pfiocedd  which 
involves  a  minimum  o{,  SOO  employees.     Thid  pfioblem  mJUi  be  al- 
leviated Ion.  them  when  the  new  automated  dydtem  id  opeAational 
ad  dick  leave  wWL  be  accumulated  dotty  and  witt  be  seconded 
on  the  n.zdpecttve  employee' d  necofid  at  the  time  it  i^  eoAned. 


REVENUE 

Comment:   During  the  last  year.  Warm  Springs  State  Hospital  has  imple- 
mented procedures  to  insure  accountability  and  has  changed  personnel  in 
certain  areas  to  implement  the  new  procedures.   Organizational  change 
requires  careful  and  deliberate  planning  and  implementation.   Warm 
Springs  State  Hospital  is  at  various  stages  of  such  planning  and  imple- 
mentation at  this  date. 
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This  report  brings  out  some  areas  in  revenue  that  need  attention.   We 
intend  to  initiate  compliance  in  those  areas  not  already  in  compliance. 

Warm  Springs  intends  to  add  two  positions  to  assist  in  implementing 
sound  revenue  procedures.   An  accounting  position  will  be  added  to 
centralize  all  incoming  cash  and  to  deposit  such  cash  in  a  timely  and 
accurate  manner.   A  Food  Service  Manager  I  will  be  added  to  supervise 
the  recreation  hall  cafe  and  canteen.   This  position  will  insure  more 
accountability  and  coordination  with  the  Fiscal  Bureau.   In-service 
training  is  being  planned  for  all  Fiscal  Bureau  personnel  to  keep  them 
informed  and  involved  in  the  procedures  pertaining  to  their  function. 
Through  the  help  of  the  Department  and  management  consultants,  the 
Fiscal  Bureau  organization  will  be  analyzed  for  efficiency  and  account- 
ability. 

Centralized  Management 

Comment:    Services  for  non-hospital  patients  have  been  discon- 
tinued.  Housing  rental  procedures  are  being  implemented.   Cur- 
rently, the  number  of  nursing  students  who  pay  for  room  and  board 
at  Warm  Springs  State  Hospital  is  reconciled  to  the  amount  of 
revenue  received. 

Meal  tickets  are  to  be  sold  under  a  new  procedure  (see  recommenda- 
tion on  page  37).   Warm  Springs  State  Hospital  is  designing  a 
system  to  assure  the  accountability  for  the  sale  of  kitchen  scraps. 


Recommendation  -  Page  27 

We  recommend  that  the  hospital  consolidate  responsibility  for  the 
revenue  function  in  one  department  and  establish  systems  and  pro- 
cedures needed  to  bring  the  revenue  function  under  control. 

Re^poyvslb-iUXy  ii)  czwtnaLizzd  and  zAtabtUhzd  pfiocQ.diVi2/>  OAZ 
now  bQA,ng  pZanne.d  and  impl2si\zntiid. 

Internal  Control  Over  Cash 

Comment:   Deposits  are  made  twice  monthly  so  the  possibility  of 
holding  checks  for  employees  will  not  occur. 


Recommendation  -  Page  29 

We  recommend  that  the  hospital: 

1.  Establish  a  central  cashier's  position. 

A  c2.ntn.aJL  ca^kleA'i  poi,i;tion  ifxiZl   be  Qj>tabtuhe.d . 

2.  Develop  and  implement  cash  receipt  and  control  procedures 
that  provide  adequate  internal  control  over  all  receipts  and  cash 
funds. 
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Some.  lyvte,K.naZ  contAol  p-toceduAe6  /laue  been  ■iijipl&jmnte.d .     Ot!i2A6  cuiz 
beJjig  deJ>-lgmd  to  .uuu/ie.  a  6oand  .biteAnaZ  coiUAol  i>ij{itQjT\  o\j<ik  alt 
aoAh  fLdc^lpts  and  ca6h  i^uud^.     Thti  iA   bzing  accomptUh^d  in  co- 
ordination loitk  tlid  dzpanXmtitt  and  manaQdfujxt  conitittants . 


Revenue   Identification  Codes 


Recommendation     -  Page   31 

We   recommend    that    the  hospital   determine    the   types  of   revenue  being 
received  and  assign   the  proper   revenue   identification  code   to   each 
type  of  revenue. 

Thz  Wajm  Sp>Ung6  Statt  Hospital  wWi  vuUJLizz  zxi.i,tlng  n.z\jznuz 
cod2M  oh.  tf^tabtUh  neio  one*  ^(J  nzd<iA6aALj  and  apply  tkzm  aon- 
^-Uitdntty  to  th.2.  /L^6pect/cve  typz  o(^  /leuenae  beJ^ng  coiZe.cX2.d. 

Canteen  Soft  Drink  Sales 


Recommendation  -  Page   33 

We  recommend  that   the  hospital   deposit  all   canteen  soft   drink  sales 
receipts  and  record   the  receipts  and  related  expenditures. 

Ve.ndofu>  o/J  iojji  dnJjik^  nzqvuJiQ,  MzdklLj  paymznt.     WoAin  SpAA.ng6 
Statz  Hoi>pitaZ  iauIZ  fiztofid  all  ialcA  Zn  thz  Cantdzn;   \J2ndou 
u)ho  fizquLAJiQ,  L^zzkly  payment  wilZ  the.n  be,  paid  inom  the.  con- 
tingency {^and.     R&Ajmbu/uejmniit  loilZ  be  {^/lom  thz  cantzzn  in- 
volving land. 

Housing  Rental  Program 

Comments:        A  housing  policy  has  been  developed   in  response   to    the 
Legislative  Auditor's  Review  of   Selected  Employee  Benefits   at 
custodial   institutions  and   the  mandates  of  House  Joint  Resolution 
37  which  provides  a   statewide   classification  and  pay  plan  of   equal 
pay  for   equal  work.      The  housing  policy  will   comply  with  House 
Joint  Resolution  37. 

The  policy  has  not  been  released  as  of   this  date  because  the  de- 
partment has  requested  other  departments   or  agencies  to  assist   in 
the   formulation  of  a   fair   rental  value   for   each  housing  unit. 
These  agencies  are  being   consulted   as   disinterested    third  parties 
who  will   lend  objectivity  and    independence   in  developing   fair 
rental  values. 

Additional  considerations    that   will   be   pursued   by   the   Department 
will  be: 

1.        The   feasibility  of    selling  houses   not   on   the   institution 
campus  proper ,   and 
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2.        the   feasibility  of    contracting  with  a  management   firm  to 
manage   the  housing  units  at    institutions. 

Either  of    these  alternatives   would   alleviate   the  Department's 
fiscal   responsibility  and   problems   related    to   landlord/tenant 
relations:        The  high  cost   of   a  management    system  for  a  purpose  not 
directly  associated  with    the   goals   of    the    institutions  would   be 
eliminated. 


Recommendation  -  Page   35 

We   recommend   that    the  hospital    centralize  housing  rental  responsi- 
bility  in  one  department. 

Re-ivtat  n.zi>po\vi>lbiLU:ij  laLtt  be.  czntAatize.d  thiough  tht  ?qa- 
■(>onne£  Buaqxiu.     An  ■LntoJinaZ  hoiu-Lng  commiXX-ZO.  kcL6  be.e.n  {^onimd 
to  6et  poticy  on  houAZng  fi^ntoLb.     Uaximum  fizvzna^  fLe.ceJ,pti> 
maIZ  bd  fLdconclled  mowtlitij  to  aataat  occupancy  iiguJiu  vqaJ.- 
{,ie.d  by  vacancy  fizpofvU,  thejizby  a66uAi.ng  gutatoA  accoimta- 
biLLty  o{,  housing  n.cvznac.     WaAm  SpK-ingi  State.  Hoi>pWil  iaUZZ 
wo^k  Mith  thz  VcpoAtimnt  in  trnptemzntA-ng  hoai,'ing  poticy  <X4  it 
peAXoA^n^  to  KCYitat  vaZau. 

Sale  of  Meal  Tickets 


Recommendation  -  Page  37 

We  recommend  that  the  hospital  centralize  the  responsibility  for 
meal  ticket  sales  and  establish  accounting  control  over  the  sale 
of  meal   tickets. 

Rd&pon^ibilyUty  {^oK  &alQ,  o^  mejxt  ticket:^  iA  cdntnaLizzd. 
InteAnaZ  coivOiot  pfwciidvJizji  mZt  oMuAc  pfwp2A  accoantabiZiXy . 
PfLcnwnbeAcd  meal  tickets  wiZt  6e  iLicd  in  placz  o{,  tht  cuAAcnt 
onu>  boying  iyi^uzd.     Jkz  auXomatzd  timekeeping  i>yi,t(m  MiZZ 
eZaninate  mo6t  uAU,  o{^  a  i,epanate  meat  oa/id  becawse  the 
emptoyee'6  identi-{,ication  cjvid  mZt  be  uJ>ed  oi  a  meat  coAd. 
Thu  6y6tejm  can  be  pfiog^jmrned  to  aZtoM  the  meaZA  peA  coAd 
poA  day  04  oAe  auuthofiized. 

Sale  of  Utility  Services 

Comment:        Montana  State  Fish  and  Game  also  operates  a  game  farm 
at  Warm  Springs.      They  are  provided  utility  services.      Future 
maintenance  of   all   these   services  will  be  budgeted  accordingly  by 
Warm  Springs   or   the  appropriate  agency. 

Recommendation  -  Page   38 

We  recommend   that   the  hospital   collect  a  service  fee   for  water 
and  sewage  services   provided   to  others. 

The  pfioceduAe  iofi  choAging  {^on.  uZiZitie^  ij>  being  investigated 
and  a  poticy  Mitt  be  iontkcoming. 
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Recording  Accounts  Receivable 


Recommendation  -  Page   39 


We  recommend   that    the  hospital    record  revenues   due  at   fiscal   year- 
end  as  accounts   receivable. 

Ai>  poAtouinA  to  thd  mo(ii'^ie.d  accAuat  boi-u  o(^  accounting , 
fie.ve.nuQ.  6ounceA  which  can  and  should  be  tzcoidcd  on  an  accAuaZ 
boi^  include.  choAqeJi   (^o.n.  cuAAznt  ieAviceA  and  gfiant^   f^fiom 
otheA  QOveAivment  age.nc-iei .     The  accounting  uvtnleA  at  accAuat 
data,  wilt  coyi{)OfLm  to  geneAolty  accepted  accounting  pfu.nci.plu 
^ofL  modi{iied  accAuat  ba4-c6. 

Hospital  Collections  Account 


Recommendation  -  Page   40 

We  recommend   that   the  hospital: 

1.  Close  the  hospital   collections  account. 

Wofim  Spfitngi  Statz  Ho^p-Ltal  i^  pfL0cee.dA.ng  to  cloi>e.  the.  cot- 
ZectionA  account,     TheAc  haA>  been  no  acJxv-itij  in  thiA  account 
i>lnce  June  o^   J  975. 

2.  Account  for  reductions  of  expenditures  as  negative  ex- 
penditures and  deposit  such  collections  in  the  fund  from  which  the 
expenditures  were  made. 

The  policy  o^  abating  appfiopfviaXe  ex.pe.ndituAeJ>  haj>  been 
Initlatzd  at  WaAm  Spfiingi  State.  Hospital . 

3.  Deposit  revenues  in  the  general  fund. 
AppfLopfilate  fievenue  wilt  be  depo6iXe.d  to  the  geneAal  ^und. 

FEDERAL  GRANTS 

Comment:   All  grants  will  be  centralized  within  the  institution  for 
control  and  accountability. 

Grant  Records 

Recommendation  -  Page  41 

We  recommend  that  the  hospital  maintain  adequate  records  for  any 
federal  grants  received  in  the  future. 

Adequate  fiecofidfi  wiZl  be  maintained  thAough  centAoZlzatlon  o^ 
the  gfuxnt  pfioceduAe  in  the  institution. 
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Crime  Commission  Grant 


RecoTTJaendation  -  Page  42 

We  recommend  that  the  hospital  return  excess  grant  funds  to  the 
Board  of  Crime  Control  and  request  permission  to  make  expenditure 
of  the  obligated  funds. 

On  NovembgA  3,  J 9 75,  the.  puAchoAe.  oKdeA  AJ>6u(id  to  WeAteAn 
Vtde.0   wa6  canceZle.d.     On  NovembeA  6,   we  n.zqaeAt2.d  authofu.zcuU.on 
to  e.x.pe.nd  obtlgatzd  {^undi  a^toA  tkz  aULowahin  ttmz  JturuX. 
Exce44  gfiant   j^und-i  have,  bztn  h.eXuAne.d  to  the.  Boa/vd  o^  ChJjnz 
ContAot. 

Public  Service  Careers  Grant 


Recommendation  -  Page  44 

We  recommend  that  the  hospital  prepare  any  future  billings  for 
grants  in  compliance  with  grant  conditions. 

Gfiant  managejmznt  wWi  be.  the.  fie^poMtbAJUJjj  o^  tkz  Taj^cjoZ. 
BuAeaa.     KJUi  biZJiing,   coZtecting,  and  KzpofvtLng  wWi  he. 
tncZudzd  uuXh  thJj>  fieApOYiAtb-ULity . 

Mental  Hygiene  Account 

Comment:   The  hospital  has  changed  the  name  of  its  federal  and 
private  revenue  account.  The  account  04433  is  used  for  all  fed- 
eral grant  monies.   We  have  contacted  the  Management  Systems 
Division  several  times  in  the  past,  and  they  have  indicated  to  us 
that  we  should  account  for  all  federal  grants  in  this  manner. 
They  indicate  that  grant  funds  will  be  separated  by  appropriation 
number  and  revenue  estimate. 


EXPENDITURES 

Comment:   With  the  lines  of  authority  now  being  defined  in  the  new 
organization  a  strict  system  of  disbursements  will  be  followed. 

Before  any  document  is  processed,  proper  support  documents  will  be 
mandatory.   Such  supporting  documents  will  show  evidence  of  actual 
receipt  of  goods  or  services,  proper  authorized  signature  for  payment, 
proper  contracts  on  file,  proper  requisition  and  purchase  orders,  and 
that  the  proper  receiving  agent  has  confirmed  the  receipt  of  goods  or 
services. 

Expenditure  will  be  examined  for  conformity  to  contracts  on  file, 
reasonableness,  and  consistency. 

Expenditures  will  be  shown  on  the  monthly  budget  reports  to  the  program 
managers  to  show  monthly  activity  and  balance  of  funds. 
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Payment  for  Outside  Medical  Servicv 


Recommendation  -  Page  48 

We  recommend  that  the  hospital  implement  procedures  to: 

1.  Verify  that  outside  medical  services  for  which  bills  are 
received  were  actually  provided  tc  Warm  Springs  patients. 

A^e  bltti  noio  go  to  the.  cLinlcal  doizcJion  to  vMl^y  tkt 
patl(Ltvt'6  fizcelpt  oi  tkuz  62A.vIc2A.      (A  naUilcaUoYi  oX 
fiaqiieAtzd  4eAux:cc4  iofm  ^  bUng  aoMidoAtd  to  be.  u^td  by 
pfioie^^lonal  ^ta^i  oh.deAlnQ  ouuUlde  ie^vlce^  to  givz  notice 
to  the.  ¥  lineal  BuAzau  that  Invoices  ion.  6eAvlceA  cuie  ionth- 
comLng . ) 

2.  Effectively  determine  whether  patients  who  receive  outside 
medical  treatments  are  eligible  for  Medicaid  or  Medicare  assistance. 

Th&  zLLglbltUy  oi  e.ach  patiznt  mJUL  fae  deX.eMibieA. 

3.  Review  the  propriety  of  amounts  billed  for  outside 
medical  services  and  limit  payments  for  Medicaide-eligible 
patients  to  the  Medicaid  payment  schedule. 

Amoujtti  bille.d  {on  ovuUtde.  6eAvlcz6  mil  be.  h.z\jlevozd  and 
paid  .in  acdofidance  mXh  MedtcAA.d  fizguJUtion^. 

4.  Account  for  any  refunds  received  as  negative  expendi- 
tures rather  than  revenues. 

kU.  n.e.{^ix.ndi,  ojio.  H.e.cofide.d  ai>  an  abatement  oi  txpe.ndUnAe.. 
Consulting  doctors 


Recommendation  -  Page  49 

We  recommend  that  the  hospital  establish  written  contracts  with 
its  professional  consultants. 

ContARcti  mth  aon^sultlng  p'-io^^eMionati,  oJie.  noM  being 
pfiepa)ted  by  the.  Ve.pa/Ltimnt  oi  iMtUutiom  attomzy. 

Dry  Cleaning 

Comment:  The  Department  has  recommended  that  further  investigation 
regarding  this  contract  be  conducted. 


Recommendation  -  Page  52 

We  recommend  that  the  hospital  inventory  all  items  sent  to  the 
dry  cleaners,  check  returned  items  against  the  inventory,  and  pay 
only  for  cleaning  services  actually  received. 
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T/ie  pfiOccduAz  cuAAzntZij  bolnQ  uAzd  aX  WoAin  Spnlncj^  aj>  that 
atl  tteJM  oAt  checked  be.;$o/ie  thuij  go  to  the  d/iy  cZeaneAA  and 
upon  tdXuJin.     Jhc  hoipttaZ  M-UU  pay  only  j^oA.  cleaning  i>zn\)lce^ 
acZmalZy  ficcctved.     SzavIcca  oaz  to  be  paid  on  a  pen  item 
baAiA  and  not  on  peA  poundage  a6  tn  pfievtoiLb  yea/u>. 

Travel  Expenses 

Recommendation  -  Page  55 

We  recommend  that  the  hospital: 

1.  Record  travel  advances  as  accounts  receivable  and 
account  for  all  advances  each  month. 

TfLoceduAe^  have  been  implemented  to  pKopenZy  account  ion 
tAavel  advances. 

2.  Record  refunds  of  travel  advances  as  reductions  of  the 
advances  rather  than  as  revenue. 

Reiund^  o(,  tAavel  advances  ah.e  seconded  a^  fiedaction^  o^  the 
advances . 

3.  Require  employees  to  sign  travel  vouchers  after  they 
have  been  prepared. 

Einployee6  do  6tgn  tAavel  voackeu  a^toA  pnepa/mtlon. 

Oxygen  and  Acetylene 

Recommendation  -  Page  56 

We  recommend  that  the  hospital: 

1.  Store  its  oxygen  and  acetylene  in  accordance  with 
safety  requirements  of  the  state  fire  marshal. 

Acetylene  and  oxygen  ofie  being  6toned  in  ^epanate  aAeaA>. 

2.  Establish  accountability  and  control  over  the  gases. 

The  6et  pfiocedivie  o{,  a  central  receiving  itioAehotae  Mill 
fieqaiAe  that  acetylene  and  oxygen  be  accounted  ^on.  and 
ijb&ued  to  the  pnopeA  channels. 

Auto  Mechanic  Training 

Recommenda t ion  -  Page  57 

We  recommend  that  the  hospital  consider  the  use  of  hospital 
vehicles  for  providing  the  patients'  training  and  require  the 
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auto  mechanics   instructor    to   remove  his   personal  projects   from   the 
shop. 

Tht  opponXunitij  to  loofik  on  mploijco^'   coaa  piuznt^  thz 
voaa^ouA  mcahaivicaZ  pfLobtzm^  that  Mould  be  zncoantOJidd  tn  a. 
nonmaZ  ^itucution.     An  agfi2.Qjn(int.  wcu,  madz  with  the.  macthi.iv(J>t^!> ' 
anion  that  wofik  on  .itatt  \} zliicloji  iMuZd  fae  donz  only  by  ^tatz 
zmpZo  £/ee4 . 

To  in^uAz  that  adtquate.  and  pH.opeA  lOo/ik  pfwjzcJ^  oJiz  beA.ng 
6chzdul.&d  in  thz  vocationaZ.  education  cJioAiU,  alZ  ongoing  and 
fLzqazitdd  p^ojdct^  muAt  be  aathofvizzd  by  thz  RthabiZiXation 
Buh.eM.u  C/ixe^. 

Capital  Expenditures 


Recommendation  -  Page   58 

We  recommend   that   the  hospital  record  and  report   construction 
expenditures   in  accordance  with   the  Department   of  Administration's 
regulations  regarding  such  expenditures. 

WoAm  Sp^Ungi  State.  Hospital  wiLt  comply  with  the.  Vtpa/Ltment  o{, 
AdminiAtAotion' 6  fLzgulatioivi>  fizgoAding  Audi  expondJJiUieM . 


CANTEEN  AND  CAFE 

Comment:   The  Department  is  considering  a  policy  of  contracting  all  food 
services  at  institutions  on  a  bid  basis.   Data  will  be  gathered  to 
facilitate  the  study  and  drafting  of  such  a  contract.   Contracting  could 
alleviate  the  high  cost  of  a  management  and  internal  control  system  at 
Warm  Springs  State  Hospital,  for  the  food  service  function. 


Recommendat  ion  -  Page  61 

We  recommend  that  the  hospital  improve  internal  control  over  cash  re- 
ceipts from  the  canteen  and  cafe  and  account  for  personal  services  and 
supplies  on  an  actual  use  basis. 

A  mm  position  ^on.  ^upeAvi^ing  the.  cantten  and  fiecAzation  hall   cjXj^e. 
voiJUi  be.  eAtabtiihzd.     ?n.oce.duAeJi  ion.  coiitn.ol  ivitt  be.  implemente.d. 
ItejnA  wi!Ui  be  chafiged  oat  tliAoagh  a  ito^ie.  ofideA  ^yitern.     Employzzi 
Mill  be  choAge-d  to  the.  actual  anea  in  which  the.y  worked.     Al^o   4ee 
the   Revenue  Section  comment  and  the  -^eipon^e  to  Accommendatiom  - 
Page   29. 


SUPPLIES  AND  FIXED  ASSETS 
Records  and  Control 
Unneeded  Equipment 
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Recommendation  -  Page  64 

We  recommend  that  the  hospital: 

1.  Establish  controls  over  supplies  and  fixed  assets. 

A££  ^uppZij  -Otami  loWi  bo.  iiicQAvtd  iKuXkin  the.  czntAxil  {jooAokouAz 
iiijitdtn.     An  hvtoAwaZ.  -i-to/ie  ofideA  pfiocdduAz.  uxu,  A.nitAJ:ute.d  -en 
^iAcaZ  yza/i  7  975  to  cowUiot  tnvzntofU.eJ>  and  -inSiiAd  aacountabAX- 
Ity  ion  iupptieA  tlVLOughout  thz  tn^tltatlon.     An  automatzd 
6upply  ■invznton.tj  ^y^itzin  -i&  cuAAzntty  b2A.ng  imptomzntzd  at  WaAm 
Spfu,ng6  State.  Hospital.     ThyU>  i>ij&t(m  mjkw  dzAtgnzd  ion.  -LnAti- 
tatiom,  -in  coondtnatLon  liUXk  thz  Vzpafvbnznt  oi  Jyii>titutyioru> 
and  the  Data  PnoceA^-ing  Vlv-Uion  oi  thz  VzpoAtrmnt  oi  kdrnZyii- 
itnati-on  and  ioa6  onA.gi.naJily  impt(mznte.d  at  BouZdzA  Rtvzfi 
School  and  Ho^pitaJL. 

An  -invzntony  oi  iix.zd  aMzt^  mu>  tnitlatzd  am  Vzcejmbzn,   1974. 
Thz  manaat  tnvzntony  6yi,tzm  aj,  contU.nuing  until  thz  automatzd 
iy6tzm  AA   iuZty  opzAottonaZ.     Fixed  oA-izts  Mitt  not  fae  nz- 
condzd  on  SBAS  by  the  hospital  ai>  the  VzpoAtinznt  oi  AdminA,- 
■btnoution  ij>  planning  to  add  a  Gznzfial  Vixed  Aiizt  Gnoap  oi 
Accounts.     Thzy  mil  admiviUteA  the  implementation  onto  SBAS. 

2 .  Determine   the  need    for   equipment   on  hand  and   dispose  of 
items  for  which  there  is  no   foreseeable  need   in  accordance  with   the 
property  disposition  requirements  of   Section  82-1914,   R.C.M.    1947. 

WoAm  Spnlngs  Statz  HoSpiXal  ij>  pKzpaxing  a  detailed  suApluA 
llAt  to  fieducz  lti>  Invzntony  oi  unnzedzd  ttejmi . 


DONATIONS 


Recommendation  -  Page   65 

We  recommend   that   the  hospital  establish  an  agency   fund  account   in  the 
SBAS   for  donations  and   record  all   related   transactions   in  this  account. 

A4  oi  Szptembzfi,    J 975,  a  VonatU.on6  Account  MU>  zstabliAhzd  on  thz 
itatzMldz  badge^ng  and  accounting  system.     All  ca^h  donations  will 
fae  dzposiXzd  to  a  tAzasuny  account  and  all  zxpzndJMxAeA  uUll  bz 
made  inom  the  donations  account. 


FOUNDATION 

Recommendation  -  Page  67 

We  recommend  that  the  hospital: 

1.   Deposit  all  donations  received  in  an  appropriate  state  trea- 
sury account . 
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A  VoncutiovH)  Account  on  the  itatzio-idz  budgeJxng  and  accounting 
6yi)tQjm  hai>  been  citabti^hzd  {)on.  dowoLtioivii  madz  to  WoAm  SpAA.ng6 
State.  Ho^pitat. 

2  .        Seek  recovery  of   hospital  money  previously  given   to    the 
foundation. 

A  mcQJting  w-ith  tkt  Boofid  o{^  Wa-'un  S;   .ingi>  State  Ho^pltctt  Foundatton 
LO-itt  be  6ckQ.dutcd  to  d-c6ctM4  the  (^utuAc  plaivs  o{^  thz  Foundation  and 
pfiopQA.  dU)po6ttA.on  o(i  the  {^undb  buying  keZd  btj  tham  nuJUi  be  anaZtjzcd. 

3.        Record   in  the  SBAS   the  receipt   and   subsequent  expenditure  of 
all   donations. 

RecelptA  and  zycpcnditunu  mWL  be  ficcofided  ^ofi  alZ  do  nations  tn  the 
6taXeM}tde  budgeting  and  accounting  6yi>tem  in  the  Vonation^  Account. 


PATIENTS'  ACCOUNTS 

Comment:   The  hospital  is  implementing  an  automated  system  to  account 
for  patients'  monies.   This  system  will  provide  efficiency  and  account- 
ability for  the  hospital  and  the  patient.   This  system  will  alleviate 
approximately  5,000  to  6,000  hand  postings  monthly.   Pertinent  in- 
service  training  will  be  conducted  for  the  staff  who  will  be  maintaining 
this  system. 

Deposit  in  the  State  Treasury 

Comment:   The  department  has  contacted  the  Board  of  Investments 
regarding  the  possibility  of  their  managing  these  accounts.   Their 
initial  reaction  to  the  inquiry  was  to  express  concern  regarding 
Section  82A-204  (see  response  below) .   Their  immediate  interpreta- 
tion was  that  these  funds  do  not  meet  the  definition  of  state  funds 
as  per  the  codes. 

The  Oregon  system  was  considered,  but  found  not  to  be  applicable  to 
Warm  Springs  State  Hospital. 


Recommendation  -  Page  70 

We  recommend  that  the  hospital: 

1 .  Request  the  Department  of  Administration  to  establish  an 
Agency  Fund  account  for  the  deposit  of  moneys  belonging  to  hospital 
patients. 

2.  Deposit  all  patient  moneys  into  this  state  treasury 
account  established  within  the  Agency  Fund. 

Then.e  -c6  a  qucbtion  whetkeA  the^e  moneiji  meet  the  de^inttton 
oa  State  i5uu(i6    [Section  gZA-204,   R.C.M.    1947)   o^i  public  {)Und6 
[1972  CoiUtltution,   AnXlcle  \JUl ,  Section  13)  and  theAeione 
MheJihen.  thetj  may  be  deposited  in  a  6tate  tn.easuh.ij  account.     At 
the  time  o{,  tills  fieply  a  (^Vim  decision  luu  not  been  made 
fiegafiding  the  pKopen.  depository  {^on  patients'  moneys. 
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Accounting  Practices 

Recommendation  -  Page  73 

We  recommend  that  the  hospital: 

1.  Implement  sound  accounting  procedures  for  patients' 
accounts . 

Tkfiough  th2.  uAd  oj)  thz  VzpanXmznt  o^  Jyu>tUatioyu>'  Aia^jJ, 
coMuZtant^  and  Dzpcvdynznt  o^  kdmlwuthjoution  Vcuta.  Vfiocuilng 
i>ta{j{i,  accouivtcng  pnoczduAU   {^ofi  pcutiznt  accouyvti  uuXt  be 
z6tabLL6hzd.     Tkty  will  fae  utabtuhzd  tuilng  thz  new;  aLutomaXe.d 
■iy^tejn  and  w-itl  6e  implomzntzd  In  thz  neoA.  duXu/LZ. 

2.  Provide  adequate  separation  of  duties  for  processing 
patient  account  transactions. 

The.  add-Ltion  o^^  an  accountant  ai,  a  cznt/wJi  ca^hle/i  laUZ  pfio- 
vMz  the.  6e.paJiatU.on  oi  dixtizA   ^OK.  pnoce^&lnQ  pattent  accounts. 

Receipt  and  Disbursement  of  Patients'    Funds 

Recommendation  -  Page   75 

We  recommend   that   the  hospital: 

1 .  Issue  prenumbered   receipts   for  all  moneys  received  for 
patients. 

A  6tandaAd  opeAoting  pn.ocedixA.e  {^ofi  thz  centAjoUL  ca^kieA  vioald 
be.  to  uAe  pfienumbe^zd  fizcclptA. 

2.  Require  proper  written  authorization  for  all  disburse- 
ments of  patients'  funds. 

A  poticij  being  implemented  at  Wafim  Sp^lng-i  State  Hoipitat 
fie.qa-Ln.eJ>  that  all  pattentA  deZenmined  capable  by  appfiopntatz 
pn.o(^ej>t>tonal  i>ta^^  muAt  6ign  {^oH.  att  tAaniacttonii  peAtatntng 
to  theJji  monteji.     Pattenti  mho  may  be  incapable  OjJ  managing 
theJji  {,und6  pfieAent  a  pfioblejn  a/iea  which  ij,  di{){,icalt  and 
complex  to  fie^olve.     TheAe  iyS  a  de{^iivitz  need  to  develop 
policieA  and  pfLOceA^ei  to  manage  thoi,e  accounts.     The.  ho&pitaZ. 
moAt  comply  loith  fiequiiiteA  in  the  itate  conAitatyion  and  voith 
6tatz  Atatixtej>;  to  be  ficApomive.  to  the.  patients  theAe  {^undA 
mu6t  be  immediately  acce^^ible  by  the  hoipital.     The  VepoAt- 
ment  o()  Jn6tttutloni,  Mill  wfik  in  coopefiatlon  with  the  hoi>pi- 
tal  in  developing  6ach  policy  and  pfL0ce^6. 

Interest  Earned   on  Patients'    Money 

Comment:      The  combined   savings   account  v^rith   $50,000  principle  was 
established  under   the  guidelines   published   by   the  Department   of 
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Administration.   The  interest  was  to  be  used  for  the  general 
benefit  of  all  patients.   Since  that  time,  it  has  been  determined 
that  such  use  would  be  illegal.   The  hospital  would  like  to  pursue 
a  method  of  allocating  interest  income  back  to  those  individual 
patients  providing  the  $50,000  principle. 


Re commend at  ion  -  Page  76 

We  recommend  that  the  hospital: 

1.  Determine  the  amount  of  money  needed  for  patients'  daily 
needs  and  invest  all  patients'  moneys  exceeding  this  amount  in  the 
Investment  Division's  short  term  investment  pool. 

Tfce  QoaZ  i^  to  havz  ■IndividaaZ  pcutient  ne.zdi  XAotat^d,  and  to 
have,  an  ade.quat<i   coi/i  ^£ow  mmed-iatoJitj  avaiZabtz  to  mzzt  theAe. 
ne.e.dLi,.     UmXaZ  tkz  tmz  that  aduqaatz  ^ta^^^^-lng  aj>  avaiZablo,  to 
accompLuh  tiuJi,  an  utabtiihzd  blanket  mtnAjmum  {^ofi  all  pa- 
tte.nt6  miZl  be.  kept  on  hand  and  the  nemaA-ndeA  mJil  dAxuo 
■LnteAeAt.     Alio  6ee  fLeJ>pon^e  to  fie.commendation  -  Page  70. 

2.  Dispose  of  interest  previously  earned  on  patients'  moneys 
in  accordance  with  applicable  state  laws  and  allocate  all  future 
interest  to  the  individual  patients. 

The.  VepaAtment' 6  atto/iney  mJLl  ai^i^t  tn  the  matteA  h.egaA.dtng 
tnteAeAt  on  patiejitA'   {^undi.     A  piopeA.  meanA,  oi  alZocatLng  the 
accumulated  IntexeAt  i*uXt  be  dAAectly  a^socAMXed  with  IndLLvlduat 
4au^ng4  accounts. 

Property  of  Discharged  or  Deceased  Patients 

Comment:   It  is  the  Department's  understanding  that  Section  38-210, 
R.C.M.  1947,  was  to  have  been  repealed  by  Senate  Bill  377  but 
somehow  was  overlooked.   It  is  the  Department's  belief  that  dis- 
posing of  patients'  money  or  other  property  under  38-210,  R.C.M. 
1947  would  be  wrong  in  view  of  the  new  Uniform  Probate  Code. 


Recommendation  -  Page  79 

1.   The  Department  of  Institutions: 

a.  Seek  legislation  to  resolve  conflicts  between 
existing  statutes  relating  to  the  disposition  of  patients' 
property. 

The  de.pa>itme}it  n)ltt   iecfe  A.epe.aZ   o^  Section  5S-201 ,   R.C.M. 
1947,  -in  the.  next  legislative  &e^ilon. 

b.  Develop  written  procedures  for  the  disposition  of 
the  property  of  patients,  residents,  or  inmates  of  all  insti- 
tutions under  their  jurisdiction. 
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T^e  V^pcvUmtnt  cuttofimij  mJUL  dA.a^t  iadi  pfioazduAU. 


Recommendat  ion  -  Page   80 
2.        The  hospital: 

a.  Establish   procedures    for  maintaining  a   summary 
inventory  of  all  property  held   for   patients. 

PfioaeduAU  to  maA.ntcu.n  a  iiuxmcoiy  -Lnvo.nX.on.y  M^iJLt  be 
Ajnptejmntzd  by  kzQ.pi.nQ  In  one.  iito,  a  copy  of^  the.  {jOfm 
amd  to  fizdofid  pcutiznt  vataableA. 

b.  Dispose  of  patients'  property  in  accordance  with 
applicable  state  laws. 

Such  pfiocedaneA  maJZ  bz  uta.btii>he.d  In  coonduMOution  uoith 
the.  Vz-pantymnt'  ■!>  attofimy. 

Donations   for  Patients 


Recommendation  -  Page  80 

We   recommend   that    the  hospital   account   for   donations  made   for 
unspecified  patients   separately  from  the  accounts  of   individual 
patients. 

Un6pzcA.{ii.e.d  donations  mWL  be  dzpoititzd  to  thz  VonoutionA 
Account  in  the.  6tatejuxLde.  budge^Ung  and  a.ccoanti.ng  &y6tejn. 


REI^BURSEMENTS 

Comment:   The  Department  of  Institutions  has  administratively  created  a 
Reimbursement  Bureau  which  is  currently  operating  a  revenue  process. 
The  Department  has  delegated  its  authority  to  assess,  collect  and  process 
per  diem  and  ancillary  medical  service  charges  for  the  care  and  treatment 
of  resident  patients  in  six  institutions  and  community  facilities  to 
this  Bureau. 

Authority  to  operate  such  a  revenue  function  is  contained  in  Section  80- 
1601  and  80-1603,  RCM,  1947. 

The  Department  is  currently  analyzing  the  reimbursement  function  to 
develop  greater  potential  for  collecting  reimburseable  costs.   This 
analysis  includes  plans  for  development  of  an  automated,  teleprocessing 
reimbursement  system  for  which  funding  was  appropriated  by  the  44th 
legislative  session. 

To  correct  the  deficiencies  noted  in  this  audit  report  as  well  as  in  our 
o\m   self -analysis,  the  Department  is  responding  to  noted  exceptions  by 
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formally  stating  its  intent  to  aggressively  pursue  the  analysis  and 
subsequent  strengthening  of  the  reimbursement  function  by: 

1.  establishing  objective  and  accurate  cost  allocation  techniques 
which  reflect  the  true  and  complete  cost  of  care  and  medical 
services  in  our  facilities.   The  bases  for  these  allocations  will 
be  the  Statewide  Budgeting  and  Accounting  System,  cost  center 
findings  related  to  professional  fees  and  ancillary  charges  and 
analytical  data  derived  from  the  Montana  fee  schedule.   Essentially, 
cost  data  would  be  SBAS  cost  information,  depreciation  costs  accum- 
ulated by  Medicare/Medicaid  cost  centers  and  a  cost  allocation 
among  cost  centers. 

2.  Developing,  articulating  and  promulgating  among  our  facilities  a 
new  reimbursement  policy  which  reflects  and  enhances  the  intent  of 
state,  federal  and  departmental  regulations. 

3.  Clarifying  through  administrative  policies  the  proper  separation  of 
responsibility  for  cost  determination,  billing  and  collection 
functions  and  establishing  an  accountability  system  among  the 
organizational  components. 

4.  Development  of  a  total  system  approach  with  maximum  utilization  of 
automated  cost  data,  accounting  and  billing  functions.   The  computerized 
reimbursement  system  will  address  the  noted  deficiencies  in  that  it 
will  allow  the  Department  periodic  and  inquiry  access  to  admission, 
financial,  movement  status  and  treatment  information  for  each 
individual  patient,  each  facility  and  each  staff  member  as  well  as 

for  the  total  Department. 

The  automated  system  will  allow  timely  access  to  such  information 

as  well  as  the  capacity  to  store  such  information  in  maximum  security 

until  all  attempts  at  collection  have  been  exhausted. 

Accounting  for  Reimbursements 


Recomnendation  -  Page  81 

We  recommend  that  the  Department  of  Institutions  disclose  reimbursements 
collected  as  revenue  for  the  individual  institutions  and  allocate 
the  collection  costs  to  the  institutions. 

Thz  VzpcuvbnzYVi  oi  iMtctmUoiiA   doei  da>cZo6z  AQAJmbuUQjm&yit6 
SBAS  fizpoftXi, . 

Because  tho.  Vzpajvbnznt   oq  JiiAtAJtwtioM  hcu  tzqaJi  autho>uX.y  to 
coZZtct  and  cu>6(i66,  and  thz  monies  afiz  appfwp>Uatzd  to  tkz 
VtpoAXmtiit  ioK  that  {^unction,  tkz  opdnjxtional  co6t  a660CMxte.d 
w-uth  the.  {^unction  -U  discZo^td  in  tht  VzpoAtfncnt' 6  h-tpontd. 


-123- 
20 


Patient  Eligibility  for  Medicaid  and  Medicare 

Recommendation  -  Page  83 
We  recommend  that: 

1.  The  hospital  provide  the  Department  of  Institutions  with 
the  names  of  all  hospital  patients. 

2.  The  Department  of  Institutions  request  Medicaid  and 
Medicare  eligibility  determinations  for  all  patients  who  appear  to 
be  eligible  for  Medicaid  and/or  Medicare  financial  assistance. 

iilhiZz  tiiQ,  ciu/iAQ.nt  phacJu-dz  U>   ion  zack  i.ni>titation  to  pfiovldz 
bdhlo.  admiiiion  and  diAchcutgt  dcuta  to  tkz  Rz^<mbuA6ejne.nt  BuAeoa, 
the.  p^oczduAeA  lack  ayit{,onmity  to  -imu/ie.  coiU-utzncy  thAoughout 
tkz  i,ij6t(m.     Thz  ReMnbuAAmznt  iyitzm  pfieAzvitty  bzlng  duignzd 
(joiZi  captuAz  Kzi>ldzYVt  cznAixA  data  IncZadLLng  admld^lon  and 
dA^choAgz  data,  and  zLiglbltity  data  {^oK  thJjid  poAty  paymznti>. 
ThU>  iy6t2jn  liulz  iofunaJLizz  thz  {^loM  ol  lniohmatU,on  to  In^uAZ 
that: 

1.  AdmUtiton  and  dUchoAgz  tn^onmatlon  M-Ltt  bz  Mzcofidzd  by 
tkz  tn^tctatlon. 

2.  Each  ca^z  illz  mWL  bz  pfL0czM>zd  to  dztzmnlnz  ztlgibZtUy 
{)0fi  pfvLvatz  -Ln^uAancz,  MzdicaAz  and  Mzdlcaid  zntJXtzsnzntA . 

Unbilled  Services 


Recommendation  -  Page  84 
We  recommend  that: 

1.  The  hospital: 

a.  Establish  records  and  controls  over  drugs  admin- 
istered to  patients  to  qualify  the  hospital  for  Medicaid 
and  Medicare  reimbursement  of  drug  costs. 

b.  Inform  the  Department  of  Institutions  of  all  medical 
services  and  supplies  provided  to  patients. 

2.  The  Department  of  Institutions  bill  the  Medicaid  and 
Medicare  programs  for  all  reimbursable  services  and  supplies  pro- 
vided by  the  hospital. 

Jhz  Vzpa/Umznt  ftzcognizu  that  biZting   iofi  all  6eAvlceA  including 
tkz  pfio{iZJt>6lonaJi  component,   mzdLlcal  iapptlzA,   pharmacy  and 
coYitAJxctzd  pKo{iZi> clonal  6ZAvtceJ>  ti  an  important  iouAcz  don. 
addiXlonal  AztinbuAi, mznt  fizvznaz.     Thz  VzpaAtmznt  aj>  taking 
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acZlon  on  two   ($a.omX6  to  dzvztop  the,  capacAXy  {^on.  cotlacZing 
thJj>  revenue  potzntlat.     [fltVm  Sp'tlngs  Statt  Ho^pAJtaZ  U>  -onplme-yvUng 
a  "un-c-o-se"  6iji>tejn  that  coiitA.oU  thz  lloio  ojj  phcvmacy  '^uppLLeyi 
and  docLune.ntb  aiagz  by  paZl2.nt. 

Thz  VQ,panXmz.\vV i>  automated  xzJjvbuAA zmzivt  i,y6t2Xf\   {fi^eAtncd 
above  KeApon^eA)  ictZt  have  the  capaciXy  to  fiezo^id,  tabaZate, 
and  bWi  (fin.  6eAvtce6  pfiovldzd  each  patxeivt  and  to  IndeilYiiXeZy 
&tofie  i.ndyi\}-iduuit  patlenZ  {^iZeA   ^on.  bWLLnQ  and  coltecXion 
puApoi  eA . 

Private  Billing 


Recommendation  -  Page  86 

We  recommend   that   the  Department  of   Institutions: 

1.  Implement   the  recommendations   in  our   1972   report  on   the 
reimbursement  program  and  comply  with  the  provisions  of   Section  80- 
1603,   R.C.M.    1947. 

A<s  stated  pn.evtoiuf>ly,  the  KQAjmbuAsement  {^auction  -c6  being 
CAA.eiiitty  evatuated  -in  conjunction  i^ith  the  tegiAlatxiAe* 6 
mandate  to  deveZop  an  automated  n.etmbuuement  system.     Tkii 
SoJii-anaJiysis  Includes  e\jaZuatU.on  o^  the  VepoAXment' s  fieijm- 
buuement  fie^pon^ibAjJjty  in  n.eZation  to  the  nesponbibitities 
0^  the  indU-viduat  instUXuXions  and  the  ^gkti  o^  the  paXietvti 
ZnvoZved. 

The  LegiAZaXive  Auditofi's    1972  Kepont  on  the  ^eimbuu ejmetX 
pfiogHmn  iA  a  oic^u^  tool  in  anaZyzZng  and  then  ijupZementZvig 
the  changers  neceAioAy  to  coi/iect:  the  deiicXenciu^  they  noted. 

2.  Resolve  any   legal  problems   regarding   the  disbursement  of 
patient   funds   for   care  and   treatment   charges. 

The  VepoAXment  attorney  uxitt  KesoZve  such  pfiobZems. 

Accounts  Receivable  Records 

Recommendation  -  Page  88 

We  recommend  that  the  Department  of  Institutions: 

1.  Account  for  total  costs  incurred  for  the  care  and  treatment 
of  each  patient. 

2.  Maintain  a  record  of  total  reimbursements  received  on 
behalf  of  each  patient  and  the  amount  receivable. 

3.  Strengthen  procedures  to  assure  proper  collection  efforts 
are  made  on  accounts  receivable. 
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4.  Discontinue  writing  off  unpaid  receivable  balances. 

5.  Turn  uncollectible  accounts  over  to  cSe  Department  of 
Revenue  and  file  claims  against  the  estates  of  deceased  patients. 

6.  Study  the  feasibility  of  automating  the  patient  receivables 
records  for  all  institutions  where  such  records  are  necessary. 

Thz  d^.paAt)myvt  -a>  iatlng  6tzp6  In  oKdoA.  tlvvt  tko,  6lx  fidcommdYidaZioM 
can.  be  adopted.     TofmuMxtinQ  and  adopting  MfuXttn  polldu   iofi 
tko.  fLZAMbuJvkmtnt  {^uincition  and  deigning  thz  automattd  fieAJnbuuz- 
me.nt  iy6tm  coiz  thz  kap   don,  imztlyig  thuz  A.2.comimndaZion6. 
Thz  automated  n<iAjnbixAA>2jn<Lnt  iyitm  bzlng  duignzd  Milt  havz 
thz  capacuty  to  dozmznt  ait  ^zAvlc&6  by  patiznt,   bltt  ion. 
thz^z  6ZAvlcz^,   and  fizcognlzz  thz  amount  daz  thz  itatz  a6  an 
accoanX^  ^zzzlvablz.     Onzz  thz  dzpafitmznt  had  thti,  capacity, 
&tzpi>  can  bz  takzn  to  lni>uAz  that: 

1.  Alt  6zn.\jiczA  pnovldzd  oaz  accoayvtzd. 

2.  Revenue  and  fizczhiablz  fizcond^^  a/iz  malntainzd  by 
patizYit. 

3.  Thz  cotZzctlon  pnjoczAi,  -u  actlvzty  puAAuzd  and 
con&Utznt  mZh  thz  "abUlty  to  pay"  law. 

4.  Accounts  fizc(U.\}ablz  balanczA  aAz  uVuttzn  o{,d  only  li 
con^litznt  uaUh  thz  coltzc^Uom  &tatutz&  admtnostzAzd  by  thz 
VzpaAtmznt  o^  Rzvznaz. 

5.  Uncollzctiblz  accounts  Azczlvablz  oAz  tuAnzd  ovzn.  to 
thz  Vzpojubnznt  ofj  Revenue. 

Building  Standards 

Recommendation  -  Page   90 

We  recommend   that   the  hospital  evaluate  its   long-term  patient 
housing  needs  and  upgrade  all  patient   care  buildings   to  applicable 
safety  standards. 

Comment:      A  safety  officer  position  is   to  be  established  at  Warm 
Springs  State  Hospital   to  provide  expertise  in  building  standards 
and   regulations   and   to   provide   information   to  management  on  compliance 
procedures  and  standards.      This  person  will  also  set  safety  standards 
for  the   institution  and   give   training  classes   to  employees  on 
safety  on  the  job   and  off.      This   should  assist  in  lowering  our 
Workmen's  Compensation  rate. 
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BUSINESS  PROCEDURES 

Comment:      As  mentioned  throughout   our  responses,    sound  business  procedures 
are  being  established  and  it   is   the  desire  of   the  hospital   to  meet   these 
standards. 


Recommendation  -  Page   91 

We  recommend   that   the  hospital  employ  a  controller  to  initiate  a  review 
of   existing  administrative  procedures  which  will  assure  compliance  with 
the  state's   fiscal  laws  and  regulations  and  which  will  permit   the  effective 
and  economical  operation  of   the  hospital. 

{jJaXH.  tkd  totaJi  fizofiQawizoutipYi  o^  the.  ZnitAJution,  thz  f^UcaZ  Buaqml 
cUUo  uUIZ  be  ovaZimZtd  and  fKLOfiQaviizzd.     Tunctioi'iaJL  fiupoMihiZLtioA^ 
wilZ  be  deXeMilnzd  and  a  -6ound  ofiganlzationat  ^/ummofik  MilZ  be 
du-igmd.     T/ie  KZA>povUii.hAjJJ:y  {^on.  a  {^andtlon  can  be.  ai,6^gne.d  to  a 
po^-Uu-on,  the.  auJJuotitij  neqvuAed  to  ^aZZ^^ill  that  {^uncZlon  iauIZ  be 
dzgZnzd  by  a  job  de^cAAjptxon.     SupeAv-iAOfiy  contJtot  voaJUL  be  we££ 
deitned,  at,  wWi  the  A,nteA^acz  beJjMzen  po^itlonA  [filtkin  the.  organization. 
W-ct/i  tluJ)  mana.gejme.Yvt  design  6et  iofi  the.  ¥.a>aat  BuAemi,  adequate. 
compLiance  vxcth  6 tote  lam  and  fLe.gutati.on6  and  6ound  ba6Xne44 
managemeMt  wWi  be  itanduAd  openatlng  pfioce.duAe.  at  tiie.  i.Yii>tUxution. 
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THOMAS   L  JUDGE.  Governor 


DIRECTOR'S  OFITCE 
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DEv.  2  1975 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor  .  ^^,  ^^ 

State  Capitol 

Helena,  Montana   59601 

Dear  Mr.  Brusett: 

In  response  to  your  November  24,  1975,  letter,  the  Department  of 
Administration  is  replying  to  certain  recommendations  to  be  included  in  the 
forthcoming  audit  report  on  the  Warm  Springs  State  Hospital. 

Vacit  19,   Rucommzndation 

We  fidcomrmnd  that  thz  Ve.paAtmmt  o{^  AdmiyiutAixtlon 
and  thz  State.  Auditor' 6  OUtce,  dnZoMnint  the 
izaJ:>lhUjXLi  oi  adj  116 ting  the.  State' 'i  Central 
Payroll  pA.oceduA.e^  to  penmU:  a^teA-the-iact  pay- 
hoUj,  at  State  aQencie^. 

Simply  giving  State  agencies  more  time  to  submit  their  payroll 
information  to  Central  Payroll  is  not  a  viable  alternative.   Section  25-507.2, 
R.C.M.  1947,  requires  the  State  Auditor  to  pay  State  employees  within  ten 
calendar  days  after  the  pay  period.   Employees  in  remote  offices  throughout 
the  State  do  not  now  receive  their  pay  until  nine  or  ten  calendar  days  after 
the  pay  period.   Extending  the  period  could  result  in  violation  of  the  law. 

Seldom  should  incorrect  payroll  warrants  be  v/ritten  under  the 
present  system  if  it  is  being  properly  administered.   Late  payroll  changes 
and  corrections  can  be  telephoned  in  to  the  State  Auditor's  Central  Payroll 
Division  through  Tuesday  noon  following  the  pay  period  ending  on  the  pre-^ 
ceding  Friday.   If  an  incorrect  payroll  warrant  is  inadvertently  issued,  it 
can  still  be  voided  when  the  payroll  warrants  are  received  on  the  following 
Thursday. 

During  the  past  few  years,  the  Department  of  Administration,  along 
with  the  State  Auditor,  have  spent  hundreds  of  hours  studying  and  working  on 
the  State's  payroll  system.   Rather  than  making  numerous  piecemeal  changes 
to  the  system,  we  are  hoping  to  install  an  entirely  new  system  that  will 
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Mr.  Morris  L.  Brusett 

Page  2 

December  2,  1975 

provide  additional  information  for  all  users  of  the  system.   From  our 
studies  to  date,  we  have  yet  to  find  any  state  that  has  been  able  to 
accomplish  what  we  are  trying  to  do  in  an  economical  and  practical 
manner  in  the  time  available  after  each  pay  period.   However,  the 
Warm  Springs  State  Hospital  has  just  installed  a  new  System  7  payroll 
system  for  attendance  reporting.   If  this  system  performs  up  to 
expectation,  it  may  be  come  the  prototype  for  other  State  agencies. 

Page.  11,   Re.comme.ndaZion 

We  Ke.commend  that'- 

1.     Tht  Vtpojvtindwt  oi  AdrninUitAatlon  and  the. 
Statu  Auditor' -i>  O^^^^tce.  ddtahmlna  tho. 
^exHi-ibAJUXij  o{j  dtposittng  iitatd  empZoyze^' 
ioZo'LLu  dAAtatty  tn  banki,. 

We  have  no  objection  to  making  a  feasibility  study;  however, 
hard  cost  savings  will  be  difficult,  if  not  impossible,  to  achieve.   It 
then  becomes  necessary  to  evaluate  how  much  we  are  willing  to  pay  for 
increased  internal  controls. 

Simply  depositing  an  employee's  net  warrant  into  the  bank  of 
the  employee's  choice  is  not  sufficient.   Each  employee  must  also  be 
given  a  statement  of  earnings  and  deductions  after  each  pay  period  in 
order  to  meet  the  federal  reporting  requirements.   Also,  there  will 
always  be  those  employees  who  do  not  want  their  pay  warrants  deposited 
in  any  bank.   This  means  that  something  similar  to  the  present  system 
must  still  be  continued.   Programming  and  installing  a  direct  bank 
deposit  system  will  also  require  a  one-time  developmental  cost  of  an 
unknown  amount . 

Sincerely, 


Jack  C.  Grosser 
Director 


JCC:bc 

cc:   E.  V.  "Sonny"  Omholt 
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OFFK.E   OF 

i:.  V.  "SoiVNY"  OMHOLT 

STATE  AliniTOH 

COMMISSIONER    OF    INSURANCE 
INVESTMENT  COMMISSIONER 
CENTRAL  PAYROLL   SYSTEM 

Hklkna, Montana.  59601 


,    ^.y 


December  3,  1975 


DEC  3  1273 


•uS 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

Attached  is  our  written  reply  to  the  audit  recommendations  that  you 
have  made  in  your  audit  of  the  Warm  Springs  State  Hospital. 


E.  V.  "SONNY"  OMHOLT 
State  Auditor  &  Ex  Officio 
Commissioner  of  Insurance 


By: 

Administrator,    (Jentral  Payroll  Division 

Attach. 
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THE  INSURANCE  AND  INVESTMENT  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 

THE  CITIZENS  OF  MONTANA.     USE  THEM! 


RECOMMENDATION 


Vk  veoomrend  that  the  Department  of  Admin -is  trat -ion  and  the   State  Auditor's 
Off -ice   determme   the  feas-ib-iLity  of  adjusting  the  state's  Central 
Payroll  prooedures  to  permit  after-the-fact  payrolls  at  state  agenaiss, 


The    present    State    Central    Payroll    System    has    been    and    is    an 
after-the-fact    payroll.       That    is,     salary    warrants    are    not    released 
until    after    the    end    of    the    pay    period    and    only    after    the    salary 
has    been    earned    in    full.       This    meets    fully    the    recommendation    of 
the    1968    Legislative    Auditor's    Report    in    which    a    centralized    payroll 
function    was    recommended.       That    recommendation    is    as    follows: 

"If  a  centralized  payroll   system  is  adopted,    consideration  should  be 
given  to  a  plan  that  would  provide  for   the  payment  of   salaries  only 
after   the   salary  has  been  earned   in  full.      Under   the  present   system, 
many  State  agencies  release  the   salary  warrants   to   their  employees  on 
the   25th  of   the  month  in  which  the  salaries  are  earned." 

However,    as    we    understand    your    new    recommendation,    you    are 
proposing    that    personnel    time    distribution    be    completed    prior    to 
processing    payroll.       It    is    only    necessary    to    know    the    rate    of    pay, 
the    number    of    hours    worked,    and    source    of    funding    in    order    to    pay    an 
employee.       This    can    be    accomplished    within    the    present    payroll 
procedures.       To    provide    for    complete    personnel    time    distribution    prior 
to    payroll    processing    is    more    difficult.       This    is    particularly    true 
of    the    larger    agencies.       This    subject    has    been    discussed    and    evaluated 
a    number    of    times    in    the    past    as    it    is    recognized    that    the    personnel 
time    distribution    prior    to    payroll    processing    is    highly    desirable. 

The    present    payroll    processing    schedule    has    been    established 
so    that    the    statutory    time    period    allowed    for    payroll    processing 
can    be    met.       Section    25-507.2    states: 

"The   state  central  payroll   system  may  provide   for  fixing  of  payroll 
periods  and  designate  days  of   the  month  on  which  salaried  employees 
shall  be  paid  for  the  preceding     payroll  period.      Such  pay  date   shall 
be  uniform  for  all  employees  of  each  state  agency  employed   in  the 
same  geographic  area  and   shall  not  be  more  than  ten  days   following 
the  close  of  the  payroll  period."      (See  Note  1) 


Note  1:      Section  41-1301,   R.C.M.    1947,   was  amended   in  1975  changing  the  pay  date 
from  5  days   to  10  business  days  after   the  end  of   the  pay  period. 
However,   we  believe   that   Section  25-507,   R.C.M.    1947,    shown  above   takes 
precedence  as  it   is  addressed   to   the   state  central  payroll  function. 
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To    meet    this    statutory    time    element,     the    following    schedule 
has    been    used    successfully    since    the    establishment    of    the    central 
payroll    program. 

Monday  Noon:      Agency  payroll  data  is  due   in  Central  Payroll  office. 
Payroll  data   is  coded  by  Central  Payroll  and   sent   to   the  Data 
Processing  Division  of   the  Department  of  Administration  for 
data  entry. 

Tuesday  Afternoon:      Corrections  are  made  to  estimated   time  submitted  by 
the  agencies  which  would  result   in  wage  overpayments. 

Tuesday  Evening:      Payroll  processing   is   initiated   to  edit  data  submitted 
by  the  agencies  and  keypunched  by  Data  Processing. 

Wednesday  Noon:      Corrections  are  allowable   to  avoid  overpayment  of  wages 
because  of   estimated   time   submitted  by   the  agencies. 

Wednesday  Evening:      Payroll  processing   is  completed  and  payroll  warrants 
are  written. 

Thursday  Morning:      Data  Processing  Division  releases   the  written  payroll 

warrants  and   the  respective  warrant  register   to   the  State  Auditor's 
Office   for   signing  and  verification  after  which  time  warrants  are 
available   for  release  to   the  agencies  for  distribution. 

At    the    present    time,    most    employees    in    the    Helena    area    are    paid 
on    Thursday    and    employees    within    the    range    of    one-day    mail    service 
receive    their    warrants    on    Friday    but    employees    in    remote    areas    do    not 
receive    their    warrants    until    the    following    Monday.       Monday    is    the 
tenth    day. 

We    have    found    no    way    in    which    to    pay    all    employees    and    allow 
full    personnel    time    distribution    prior    to    payroll    processing.       From 
past    evaluations,     there    appears    to    be    only    two    ways    in    which    this 
problem    can    be    successfully    accommodated. 

1.  Make  a   statutory  change   to  allow  more   time  for  processing   the  payroll. 
This  would  allow  full  personnel   time  distribution  prior   to  processing 
payroll.      The  employees  would  then  receive  their  warrants   several  days 
later. 

2.  Use   the  payroll  system  to  process  payrolls  and  process  personnel   time 
distribution  as  a   separate  function. 

In    the    audit    there    appears    to    be    several    areas    that    should 
be    clarified: 

1.    Incorrect  estimation  of  an  employee's   time  can  be  corrected  before  payroll 
warrants  are  written  to  prevent  overpayment   of  wages.      Also,   a  payroll 
warrant   issued   to  an  employee  which  would  result   in  an  overpayment  of 
wages  can  be  withheld   from  that  employee  and   cancelled.      Emergency  all- 
purpose  warrant  procedures  or  agency  revolving  cash  funds  are  utilized   if 
an  employee   is  grossly  underpaid. 
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2.  Statistics  taken  from  the  pay  period  ending  November  21,  1975,  show  that 
Tuesday  corrections  of  estimated  time  amounted  to  54  corrections  for  the 
total  system  which  paid  10,866  employees  this  pay  period.  Warm  Springs 
State  Hospital  corrections  for  this  pay  period  adjusted  the  pay  for  one 
of  its  976  employees.   (See  Note  2)   The  statement  in  the  report,  "The 
payroll  staff  estimated  that  adjustments  must  be  made  for  at  least  25 
percent  of  the  hospital's  employees  each  pay  period"  requires  further 
discussion.   Upon  conferring  with  the  payroll  staff  at  the  hospital,  the 
adjustments  referred  to  in  their  estimation  included  very  few  overpayment 
time  estimations  as  indicated  by  our  statistics.   The  greater  part  of  the 
adjustments  are  made  for  the  kinds  of  time  coded.   In  other  words,  an 
employee  had  been  coded  as  working  regular  time  for  the  full  two-week 
period  in  place  of  earned  sick  leave  or  earned  vacation  time  for  all  or 
part  of  the  time  estimated.   That  is  thepersonnel  time  distribution  problem. 

3.  Finally,  the  computerized  time  reporting  and  payroll  preparation  system 
being  installed  at  the  hospital  will  alleviate  the  problems  connected  with 
employee  time  estimation.   Central  Payroll  Division  and  the  programming 
staff  of  the  Data  Processing  Division  assigned  to  the  payroll  system  have 
worked  closely  with  hospital  personnel  and  IBM  personnel  during  installation. 
Implementation  will  involve  a  period  of  time  for  parallel  testing.   Problems 
or  system  breakdowns  can  be  overcome  by  alternative  emergency  measures. 


RECOMMENDATION 

life   maomrBnd  that  ths   DspartrrBnt  of  Adm-inistration  and  the   State  Auditor's  Office 
determiyB    the   feasibHity  of  depositing  state  enployees'    salarigs  direatly 
in  ban  te. 


Presently  the  State  Auditor's  Office  is  conducting  a  feasibility 
study  for  direct  bank  deposits  for  state  employees.   However,  in  our 
preliminary  evaluation  several  concerns  have  already  been  noted. 

1.  Direct  bank  deposits  will  not  relieve  the  agencies  of  the  effort  of 
distribution.   While  a  payroll  warrant  need  not  be  written  for  an 
employee,  an  itemized  statement  of  deductions  is  required.   Section  41-117, 
R.C.M.  1947,  states: 

"All  employers  in  this  state  when  making  payment  to  employees  for  salaries 
or  wages  shall,  upon  making  such  payment,  give  to  the  employee  an  itemized 
statement  setting  forth  moneys  deducted  because  of  state  and  federal 
income  taxes,  social  security  or  any  other  deductions  together  with  the 
amount  of  each  deduction.   Where  no  deduction  is  made  in  such  payment  of 
wages  or  salaries  the  employer  shall  give  to  the  employee  a  statement  that 
the  payment  does  not  include  any  such  deductions." 


Note  2:   Corrections  for  estimated  time  at  Warm  Springs  State  Hospital  have  not 

involved  the  pay  for  more  than  10  to  12  employees  in  any  one  pay  period. 
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2.  Tliere  are  continuing  costs  and  complications  in  iiaintaininp,  a  computerized 
file  of  employee  bank  accounts. 

This  Office  intends  to  continue  this  feasibility  study  so  that  a  cost/ 
benefit  decision  can  be  made. 

In  the  audit  report  a  sup, p, estion  was  made  that  payroll  warrants 
and  Form  W-2's  be  mailed  directly  from  the  Auditor's  Office.   This 
possibility  has  been  evaluated  previously  and  a  decision  not  to  mail 
payroll  warrants  or  Form  W-2's  is  based  on  the  possibilities  of  them 
being  lost  in  the  mails,  stolen  from  mail  boxes,  or  delayed,  in  delivery. 
In  addition,  a  survey  has  indicated  that  there  is  a  definite  lack  of 
employee  interest  in  the  direct  mailing  of  payroll  warrants.   Under  the 
present  procedures,  the  warrants  and  W-2's  are  delivered  to  the  Depart- 
ment and  the  Department  has  the  option  of  direct  mailing  or  manual 
distribution  whichever  seems  to  be  best  in  their  case. 
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